DOCUMENT RESUME 



ED 332 623 



HE 024 585 



AUTHOR 
TITLE 



INSTITUTION 

PUB DATE 
NOTE 

PUB TYPE 

EDRS PRICE 
DESCRIPTORS 



IDENTIFIERS 



ABSTRACT 



Fraas, Charlotte J. 

Proprietary Schools and Student Financial Aid 
Programs: Background and Policy Issues. Congressional 
Report for Congress. 

Library of congress, Washington, D.C. Congressional 
Research Service. 
Aug 90 
74p. 

Reports - Evaluacive/Ftasibility (142) 
MF01/PC03 Plus Postage. 

Access to Education; Eligibility; "Federal Aid; 
Paying for College; Post secondary Education; 
Problems; Program Evaluation; "Proprietary Schools; 
•Student Financia' Aid 
Fraud; Guaranteed otuaent Loan Program 



This report examines some of the major issues that 
Congress is likely to confront in considering future use of student 
aid programs by proprietary school students. Chapter 1 presents an 
historical overview of proprietary school participation ij) Ti*:lc IV 
student aid programs and Chapter 2 explores the current participation 
of proprietary school students in Title IV programs, looking at 
program and student participation data. Chapter 3 discusses the two 
major concerns relating to proprietary school participation in the 
Title IV programs: abusive practices and Guaranteed student Loan 
defaults. Chapt^»r 4 focuses on six broad issues: the access of 
vocational students to postsecondary education; the cost of a 
proprietary school education to the student and to the taxpayer; the 
use of Title IV as the major source of federal aid for job training; 
the protection of the student consumer; the integrity of student 
financial aid programs; and the use of student aid as a funding 
mechanism. The final chapter offers some concluding observations on 
the basic choices concerning proprietary school issues anC student 
aid programs that are available to Congress. Two appendices provide 
information on the history of proprietary schools' involvement in 
Title IV, and the types of available aid under Title IV and 
eligibility requirements for the participation of schools and 
students. (LPT) 



* Reproductions supplied by EDRS are the best that can be made 

* from the original document. 



90-427 EPW 



C RS Report for Cong Te gs 



CO 



Proprietary Schools and Student 
Financial Aid Programs: 
Background and Policy Issues 



Charlotte J. Fraas 
Specialist in Social Legislation 
Education and Public Welfare Division 



s 



U 8 DCPAPTTMENT OF ttH>CAT.ON 

\ nuCAT.ONAl «tSOU«CES iNFQRMAr.ON 
Cf NTER (ERIC; 

' 1"^^ <^<^<^^'>^e". h« reproduced «& 

r;:rn;r^ "•"^'^ org...,,..,,. 

r M.nof changes r^«ye t**.n made fr 
'•P'OduCTton quality 



'^♦nt do nof n»ces»af.iy 'epfM*.nt ofi.r.ai 

Ot Hi poj.nor- policy 



August 31, 1990 



BEST COPY AVAILABLE 




Con^a'rs^ioiial lirscarcli S(^rvic(* • Thr Library of ( \)nu;n',-> 



ERIC 



2 



Thv ^oiim-^sional nosenrrh ?f»r\nce work? exciu?;ively for t)i' Conp^SK. conducting re- 
scan ! . *Tirr' i'^ci.slali-)!. ar^] nrnvidinir informaiion at th- recjuesi of committees, 

Tht Hervici rraK-' >iK*f: ^v^oarch availabif without T)arii^ur bias, in many forms include 

asr: !T^:: • -L- it- an.Kvnmr *.> »:roiiu:?H! - U! m i^sik... and :t; asse^sinp thf 

possible effects of these proixisaUi and their alternatives. The Senice's senior specialists^ 
and subject analy$;tf are also available for personal consultations in their respective fields 
of expertj*s(; 



ERLC 



BEST COPY AVAILABLE 3 



PROPRIETARY SCHOOLS AND 
STUDENT FINANCIAL AID PROGRAMS: 
BACKGROUND AND POLICY ISSUES 

SUMMARY 

During its reauthorization of the Hif^er Education Act (HEA), the 102d 
Congress may closely examine the participation of proprietary schools in 
student aid programs. Proprietary schools, which are privately-owned 
postsecondaiy institutions operated for a profit, usually provide short*term 
job training of less than 2 years. Relatively few grant degrees. Their 
students receive about $5 billion annually in Federal student aid awards 
authorized by titlt^ IV of the HEA. Student aid is the largest source of 
Federal assistance for job training. 

Congressional interest in proprietary schools arises from several factors. 
One is that the proportion of student aid awarded to proprietary school 
students in recent years has increased dramatically. In 1980, proprietary 
school students borrowed about 6 percent of federally Guaranteed Student 
Loans (GSLs) and they now borrow about 34 percent. Proprietary school 
students receive almost a quarter of all Pell grants, a proportion that has 
nearly doubled since the early 1980s. The effects of this trend on the 
availability of financial aid to college and university students is a concern. 

Two other factors also may influence a review of proprietary school 
participation in student aid programs. One is persistent allegations of 
fraudulent and abusive practices, particularly in recruiting needy students, 
that enable some proprietary schools to profiteer from student aid. Another 
is the GSL default rate of proprietary school students. This rate, approaching 
40 percent, is almost double that of any other group of students. GSLs are 
the m^jor source of student aid, and proprietary school students borrow a 
larger share of GSL annual volume than students from any other sector of 
postsecondary education. 

The U.S. Department of Education (ED) and Congress have recently 
taken steps to control student aid abuses and defaults. Without additional 
changes in title IV, however, the heavy use of student aid programs by 
proprietary school students and the concomitant problems of program abuse 
and GSL defaults could continue. Federal budget constraints, however, could 
limit alternative poli^ choices. 

Congress will confront important issues in considering future policy 
towards proprietary school participation in title IV programs. One is that 
limits on proprietary school eligibility could reduce the access of some students 
to postsecondary education. Another is that increasing the use of the Pell 
Grant program by proprietary school students could be diffusing such grant 
aid, decreasing amounts available to students attending colleges and 
universities. A third issue is the effects proprietary school student loan 
defaults are having on the stability of student aid programs. A final issue is 
whether title IV provides the most appropriate mechanism to support students 
attending proprietary schools, and whether some alternative way to deliver the 
same amount of Federal aid is feasible. 



PREFACE 



This report is one of a series of studies the Congressional Research 
Service has made of proprietary schools. We undertook the series in response 
to congressional requests for information about the schools in light of the 
fraud and abuse with which some have been charged. The series focuses on 
issues likely to be important during the forthcoming reauthorization of the 
Higher Education Act, including the educational opportunities they offer some 
students and the increasing amounts of Federal student aid they receive. 



Proprietary schools are ^^^^^^^^hhhmm^^^hbh^^ 

postsecondary vocational schools that 

are privately owned and operated for A aeries of studies about 
profit. They also are known as proprietaiy schools covering: 
private career or private trade and 

business schools. Most proprietaiy • schools and their 

school programs can be completed in students 

6 to 9 months, allowing students to 

obtain training without losing much * atudent aid 

time from work. While community 

colleges also offer short-term * regulation 

programs, as do some 4-year colleges, 

proprietary schools can be * labor market outcomes 
distinguished from most institutions 
of higher education by their 

consistent focus on vocational training. Colleges typically have academic 
programs leading toward degrees, even if they also have vocational programs. 
Relatively few proprietary schools award degrees. 

Proprietary schools provide instruction in a wide variety of occupational 
subjects: business and secretarial skills, computers and information 
processing, marketing, travel and tourism, hotel management, culinary arts, 
cosmetology, health services, electronics, automotive maintenance and repair, 
truck driving, security guards, building maintenance, and many others. In 
several fields the proprietary school sector is a migor provider of pre- 
emplojnnent training. Nonetheless, most postsecondary vocational education 
occurs in colleges and universities, and much occupational learning occurs on 
the job. 

Currently, there are over 6,000 proprietary schools and branches in the 
United States-more than all the colleges and universities. Most proprietary 
schools are small, but those with classroom instruction enroll well over one 
million students every vear. Proprietary correspondence schools enroll about 
one-half as many. While the actual number of proprietary school students is 
difficult to determine from Federal surveys, they probably constitute between 
9 and 12 percent of all undergraduate enrollment in a given year. Compared 
to colleges, proprietary schools are likely to have hi^er proportions of 
students who are minority, female, lower income, or without a hig^ school 
diploma. Student bodies in individual schools differ substantially, thou^, and 
most postsecondary students with any of these characteristics are enrolled in 



colleges. For additional information, see Proprietary Schools A Deacription 
of Inatitutiona and Studenta, by Richard N. Apling with Steven R. Aleman. 

Federal financial aid to proprietary school students is controversial. One 
reason is the significant increase during the 1960s in their use of subsidized 
loans and grants. Proprietary school students now receive about one-third of 
Guaranteed Student Loans (GSls) and one^iuarter of Pell grants. Some 
people contend that this increase could result in less aid being available for 
college students. Their concern is magnified by two associated problems: 
proprietary school students' 40 percent GSL default rate- twice the rate of 
community college students and 4 times that of students from 4-year schools- 
and persistent allegations of fraud and abuse in the way a number of 
proprietaiy schools administer the aid programs. It is argued, however, that 
changes in Federal policies to address these problems could restrict 
postsecondary educational opportunities for some students. These and other 
issues related to the future of student aid for proprietary school students are 
analjrzed in Proprietary Schoola and Student Financial Aid Programa: 
Background and Policy laaues, by Charlotte Fraas. 

The way proprietary schools are regulated has come under scrutiny. 
Currently the schools are subject to a three-part regulatory structure known 
as the "triad": private accreditation, State licensing, and Federal eligibility and 
certification. But frequent allegations of abuses by some schools show the 
limitations of these systems. Accrediting associations help schools raioe 
standards through voluntary evaluation; created and controlled by the schools 
themselves, they have limited enforcement powers. Licensing requirements 
vary widely among States and may not address program quality. Eligibility 
and certification requirements for Department of Education student aid 
programs are neither adequate nor properly enforced, according to Inspector 
General reports. Proprietary schools are also subject to market forces to the 
extent they must compete for students. Yet if students are not knowledgeable 
consumers, as sometimes seems the case, the marketplace may not offer much 
protection. Proprietary Schoola: The Regulatory Structure, CRS Report for 
Congress No. 90-424 EPW, by Margot Schenet, provides an analysis of these 
issues. 

How proprietary schools affect the subsequent work and earnings of their 
students is not an easy question to answer. Little research has been done on 
the subject. Moreover, the question must be approached in different ways 
depending on the policy issue. Knowing how much proprietaiy school 
students subsequently earn, for example, would be helpful for determining 
whether they can pay back student loans. Knowing what similar students 
earn after attending community college, or perhaps not going on to school at 
all, would help determine the relative effectiveness of proprietary schools. 
Knowing if the students* additional earnings exceed the cost of the schooling 
would be useful for determining whether proprietary school education is a 
good investment. Whatever the issue, it is important to take account of 
differences in ability and prior education and training. Current research 
cannot yield conclusive findings on these matters, thoufi^ it does suggest ideas 
for how the training of students beyond high school might be improved. For 
further discussion, see Labor Market Outcomea of Proprietary Schoola, by Tom 
Gabe, Steven R. Aleman, and Bob Lyke. 
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PROPRIETARY SCHOOLS AND 
STUDENT FINANCIAL AID PROGRAMS: 
BACKGROUND AND POLICY ISSUES 



CHAPTER 1 
INTRODUCTION 

The 102d Congress may examine closely the participation of proprietary 
schools in student aid programs authorized by title IV of the Higher 
Education Act (HEA).' These programs, which generally expire in FY 1991,^ 
provide nearly $5 billion in grants and loans to proprietary school students. 
Title IV is the largest source of Federal assistance for job training. 

Congressional interest in proprietary schools arises from several factors. 
One is that the proportion of student aid awarded to proprietary school 
students in recent years has increased dramatically, which raises concerns 
about the availability of such aid for college and university students. Another 
factor is persistent allegations of fraudulent and abusive practices by some 
proprietary schools to profiteer from the aid their students receive. A further 
disturbing factor is the default rate of proprietary school students on 
Guaranteed Student Loans (GSLs) of nearly 40 percent-almost double that of 
students attending any other type of institution-and the high use of this aid 
program by such students. 

This paper analyzes some of the megor issues that Congress is likely to 
confront in considering the future use of student aid programs by proprietary 
school students. These issues include: 

• the access of vocational students to postsecondary education 

• the cost of a proprietary school education to the student and to the 
taxpayer 

the use of title IV as the m^or source of Federal aid for job training 



'20 u s e. 1070 tt $eq. 

^Authority for the Qtiarantoed Student Loan prcgram espiree at the end of FY 1992. 
The authority for appropriation* for Pell grant* and the campua-baaad programa espiraa in 
1991. Theae latter programa will continue to operate, however, through FY 1992 becauae they 
are forward funded. Thia meana that the appropriation for a given fiaeal year is available for 
expenditure the following fiscal year. 
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• the protection of the student consumer 

• the integrity of student financial aid programs 

• the use of student aid as a funding mechanism 

These issues, discussed in chapter 4, may affect whether the current structure 
providing student aid for proprietary school students will be significantly 
changed. Another paper in the series, Proprietary Schools: The Regulatory 
Structure, addresses issues specific to existing title IV program policy, such as 
program quality, institutional stability, and consumer protection. 

The history of proprietary school participation in title IV student aid 
programs has been marked by expanded eligibility for program benefits and, 
to a marginal degree, differential treatment from that afforded other 
postsecondary institutions.' Some in Congress appeared unea^ about the 
participation of proprietary schools in student aid programs, despite their goal 
of enabling all eligible students to have access to the postsecondary education 
of their choice, regardless of the institution providing it. Student aid program 
abuses at proprietary schools reported since the post-World War II GI Bill 
contributed to their concerns. 

The Higher Education Act of 1965,* which first established broad-based 
student aid programs, excluded proprietary schools and other short-term 
vocational schools from program participation. As an alternative. Congress 
established the National Vocational Student Loan Insurance program, which 
was substantially similar to the GSL program that the HEA created for college 
students. In 1968, program amendments merged the vocational student loan 
program with the GSL program, primarily for efficiency. Also under 1968 
amendments proprietary schools became eligible for participation in the 
National Defense Student Loan program* and the College Work Study (CWS) 
program. 

Proprietary school students have been eligible for all title IV student aid 
since 1972 under varying conditions. For example, between 1972 and 1980, 
their eligibility for most of the aid programs was conditioned on their school 
having an agreement with the U.S. Commissioner of Education that the aid 
would not result in an increase in student tuition and fees. Before 1986, 
CWS-aided proprietary school students could not be employed by their schools; 
they now may be under certain conditions. 



^or a detailed diacuation of the history of proprietary echool involvement in title FV 
programs see appendix A. 

*P.L. 89^, Nov. 8. 1965. 

*Lat«r renamed the National Direct Student Loan (NDSL) program and now called the 
Perkins L'Oan program. 
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Two m^jor dovtlopmenta in the evolution of itudent aid policy have 
afTected the current itatus of proprietary schools in title IV programs: the 
increasing importance of financial need in determining aid eligibility and the 
shift from grants to loans as the dominant type of aid. In recent years, 
eligibility for all student aid programs increasingly has been based on the 
financial need of the student. This has resulted in many proprietary school 
students becoming eligible for aid since a large proportion of such students 
are low-income. It has also resulted in larger awards for proprietary school 
students than many others because these students have relatively high 
educational costs and littie nonfederal aid is available to them. During this 
period that aid was directed to students with the greatest financial need, 
proprietary school enrollments increased significantly, probably at a higher 
rate than enrollments at colleges and universities.' 

Today about 27 percent of title IV funds is awarded to proprietary school 
students, primarily under the GSL and Pell grant programs. Over a third of 
GSL borrowers are proprietary school students, representing the highest 
proportion of borrowers from any single sector. About a quarter of Pell grant 
recipients are proprietary school students, a proportion that has nearly 
doubled in the last decade. Title IV aid constitutes the primary source of 
Federal or State spending for proprietary school education and is an important 
source of school revenues.^ 

The shift from grants to loans as the predominant type of aid has 
intensified concerns over the relatively high use of title IV programs by 
proprietary school students. According to Federal program data calculated by 
the College Board, in the mid-1970s about 76 percent of Federal student aid 
was awarded in grants; in the 1987-1988 academic year, about 67 percent of 
Federal student aid was awarded in loans.* This presents a problem because 



Library of CongreM. Congroarioiial Reaearch Service. Proprietary Schools: A 
Description of Institutions and Students. CRS Report for CongfM, by Richard N. Apling with 
Steven R. Aleman. Waahington, Aug. 31, 1990. p. 21-22. 

By one oonaervative aetimate, Federal itudent aid programa conatitute an avera0» of 44 
percent of all proprietary achool revenuea. U.S. Department of Education. National 
Aaaeaament of Vocational Education. FineU Report Volume IV: Postseeondary Vocational 
Education. Waahington, 1989. p. 81. Student aid reported^ aooounta for aa high aa 90 percent 
of revenuea at aome achoola. U.S. Congreaa. Senate. Committee on Labor and Human 
Reaouroea. Subcommittee on Education* Arte and Humanitiea. Problems of Defiudt in the 
Guaranteed Student Loan Program. Haaringi, 100th Congreaa, let Seaa., Dec. 11 and 18, 1987. 
Waahington, GPO, 1987. p. 78. (Hereafter citad aa Senate Committee on Labor and Hxmian 
Reeourcee, Problems of Default) 

^npubliahed data calculated by Ma. Tanya Sharon of tha Waahington Ofdoe of the 
College Board. In the 1975^1976 academic year, 76 parcent of all Federal itudent aid waa 
available in granta, 20 percent in loana, and 3 percent in work atudy aMiatanffe (paroantagea 
are rounded). In the 1987-1988 academic year, 29 percent of aid waa available in granta, 67 
percent in loana, and 3 perotnt in work atudy aaaiatanoa. Granta include Pall granta, 
Supplemental Educational Opportunity Granta (SEOOa), State Student Incentive Granta, aodal 

(continued...) 
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proprietary school students default at a considerably higher rate than students 
attending other types of postsecondary institutions.* 

An issue is whether there is a connection between title IV program 
abuses by proprietary schools and student loan defaults: do practices by some 
proprietary schools to profiteer through student aid programs-enrolling aided 
students without providing adequate educational services-create conditions 
that lead to loan defaults? Former Secretary of Education William Bennett 
concluded that they do in a 1987 Senate hearing,'" and proposed an 
administrative policy to terminate schools with high default rates, most of 
which were proprietary schools, from student aid program participation. To 
some extent Congress and the current Administration have accepted that a 
connection exists. Under existing legislative and administrative policies, high 
default rates have become a proxy measure for a "problem" school.'* 

Although proprietary school supporters acknowledge that there are a 
limited number of ly&d apples" among the schools, they contend that student 
loan def ults result from the type of students the schools serve, not school 
practices. Their enrollments include high proportions of low-income and 
minority students with low academic ability, many of whom live in urban 
areas. Students with these characteristics are more likely to default. 
Supporters of proprietary school education say that these "high risk" students, 
who have significant training needs, would not be served by other 
postsecondary institutions. They warn that since proprietary schools lack 
other sources of public support, they could continue to enroll low-income 
students only if Federal student aid remains available. 

Chapter 2 of this report explores the current participation of proprietary 
school students in title IV programs. It examines the use of aid programs by 
these students, looking at participation data from the title IV perspective (the 



'(...continued) 

■ecvirity educational benefita, veterana' programa, and other miaoellaneoua Federkl atudent 
granta. Loana include GSL program loana of all typea, NDSLs, Income Contingent Loana, and 
other miacellaneoua atudent loana. 

•a U.S. Department of Education atudy of FY 1983 borrowers showed 37 percent of 
proprietary school borrowers had defaulted versus about 10 percent of borrowers at 4-year 
institutiona. U.S. Department of Edxication. FY 1988 Ouaranteed Student Loan Programs 
Data Book. Washington, 1989. p. 57. 

'^Senate Committee on Labor and Human Resources, Problems of Default, p. 80-81. 

"Sanctions against participating inatitutiona with hi|^ default rata* are the cornerstone 
of the Department's default control ooUcy aa embodied in regulationa iaaued in June of 1989. 
See, Federal Register, v. 54, June 6, 1989. p. 24114-24127. The Student Loan lUcondliation 
Amendments, which were adopted in 1989 budget reconciliation legialation, P.L. 101-239, 
prohibit undergraduate studenU at high-default schools from participating in the Supplemental 
Loana fc Studenta (SLS) program, which is part of the GSL program. For fxirther information 
on these measures see chapter 3. 
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amount of program funds awarded to proprietary school students) and the 
student perspective (the use of aid programs by proprietary school students). 

Chapter 3 discusses the two m^jor concerns relating to proprietary school 
participation in title IV programs, abusive practices and GSL defaults. 
Recently there has been considerable attention to these problems by the 
Department of Education (ED) and Congress as well as the proprietary school 
industry itself. 

Chapter 4 focuses on the six broad issues identified above regarding the 
future title IV policies towards the proprietary schools. 

Chapter 5 offers some concluding observations. Appendix A provides 
detailed information on the history of proprietary school involvement in title 
IV. Appendix B describes the types of aid available under title IV and 
eligibility requirements for the participation of schools and students. 



o 
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CHAPTER 2 
PARTICIPATION OF PROPRIETARY SCHOOL 
STUDENTS IN TITLE IV PROGRAMS 

• Nearly $5 bUllon in title IV aid ia awarded annually to 
proprietary Khool students. 

• More proprietary school students borrow under the GSL 
program than students from any other postseoondary sector. 

A third of GSLs and nearly a quarter of Pell grants are 
awarded to proprietary school students. 

• Seventy-nine percent of proprietary school students 
participate in title IV programs compared to 29 percent of 
nonproprietary school undergraduates. 

Students attending proprietary schools have been eligible to receive 
assistance under all of the student aid programs authorized by title IV of the 
HEA since 1972. The primary purposes for including proprietary schools in 
Federal student assistance programs have been: to provide aid on an 
equitable basis to the student seeking a nonbaccalaureate postsecondaiy 
education or training program and the student choosing to attend college; and 
to support job training and retraining that is considered critical to the 
economic health of the Nation.'^ 

Proprietary school students are major beneficiaries of title IV aid, 
primarily as recipients of GSLs and Pell grants. This section of the report 
reviews data on proprietary school student participation in the aid programs 
from two perspectives: the proportion of title IV program awards to 
proprietary school students; and the proportion of proprietary school students 
who receive title IV aid. 

PROGRAM DATA ON PROPRIETARY SCHOOL 
STUDENT AWARDS 

Program data collected by ED indicate that proprietary school students 
borrow a third of all GSL loan principal, and receive about a quarter of Pell 
grant funds. Proprietary school students receive only about 6 percent of 
campus-based program (Perkins Loans, SEOGs, CWS) funds. Overall, rou^ly 



*^Sm, for «umplc, U.S. Congrtm. Houst. CommittM on Education and Labor. 
Natumal Voeationai Student l/xm Inntranoe Act of 1966. Raport to Aooompaoy H.R 7743. 
Houae Report No. 308, 89th Cong., lat Saaa. Waahington. GPO. 1966. p. 2. U.S. Congraas. 
Sonata. Committaa on Labor and Public WaUkra. Ed ucation Amendmenta of 197 J. Raport to 
Accompany S. 669. Sonata Raport No. 92^6. Washington, GPO, 1971. p. 61. 

'^Appandii B daachbaa th« charactaristiot of the titla IV student aid programa. 
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27 percent of student aid ftuthorized by title IV is awarded to proprietary 
school students.'^ 

The Guaranteed Student Loan Program 

The use of the GSL program by proprietary school students is of 
particular interest because such loans constitute a large proportion of student 
aid awards under title IV, and proprietary school students make up a large 
proportion of borrowers and default at a higher rate than students attending 
other types of institutions. There are three types of GSLs: Stafford loans, 
which are for needy students and are subsidized; Supplemental Loans for 
Students, or SLS loans, which pre unsubsidized and available at a variable 
interest rate to independent students; and PLUS loans, which are also 
unsubsidized and available at variable interest rates but to parents of 
dependent undergraduate students. Stafford loan volume is expected to be 
about $8.8 billion in FY 1990, compared to about $1.4 billion for SLS loans 
and $827 million for PLUS loans. 

Several recent studies have analyzed the use of 'JSLe by sector and by 
program. ED researchers conducted anal3r8e8 using a random sample of 
borrowers from the Department's guaranty agency "tape dump"'* to determine 
the percentage distribution of GSL borrowers and the dollar value of their 
loans by institutional sector. Data for all types of loans»Stafford, PLUS, and 
SLS~whose beginning period was in FY 1988 indicate that proprietary school 
students borrowed 34 percent of all GSL dollars, or a total of $3.6 billion. 
Over 39 percent of borrowers under all the GSL programs attended 
proprietary schools. These data showed that there was more GSL borrowing 
by proprietary school students than by students from any of the other sectors 
considered-public 4-year, private nonprofit 4-year, public 2-year, and private 
nonprofit 2-year schools.'® 



'^Thia percent u baied on Pell and GSL daU for the 198S-1989 echool year. Campus- 
baaed program data aaaumea the same proportion of proprietary achool student aid Amding as 
the previous school year of 5.8 percent. ED estimates total awards under all of theae programs 

to be «17.7 billion for FY 1986. 

"ED relies on guaranty agendee to report all GSL program borrowing annually with a 
nxunber of variables concerning the loan and the characttfietioe of the borrowers. This data, 
known as the GSL 'tape dump/ has had problems with a lack of oonaistent quality and 
reliability of records, Tlte volume of records makes it too unwiekfy to be usefUl for analyses 
without sampling. 

'^Theee data were calculated by the Analysis Section* Guaranteed Student Loan Branch, 
Office of Postaecondary Education, U.S. Department of Education and reported to the 
Congressional Research Service (CRS) on Umr. 6, and May 1, 1990 by Ms. Blanca Rosa 
Rodriguez. They were aleo reported in a paper by Ms. Rodriguez end Mr. Gary BeanUoesom 
presented at the NASSGP/NCHELP Reeearch Network Conference in Waahington, DC, May 
16-18, 1990. 
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The ED analysis also indicates a marked increase in the use of each loan 
program by proprietary school students since the early 1980s." The following 

w^^Aol ^^""^ ^'^'y* ^^^y increases through 

FY 1987 in the proportion of borrowers attending proprietary schools, and in 
the proportion of loan volume attributable to these borrowers. 

CHART 1. 
Stafford Loan Borrowing 
Attributable to Proprietaiy School 
Students Since Fiscal Year 1980 



Percent of Total 




1980 



1961 1982 1983 1984 1985 1986 1987 1988 
Borrowers f'^sca) rear 

~*~ Loa n Volume 



^S. DtP^^t of Education. Offic, of Po,t.,oo^ EducoHo^. (WtmW 
I^^JrSa/^^^ipS" '^'^ AnnW SASSQPISCHEW 

ED analysts pointed to developments that may have inrtuenced trends in 
1 : 1 nrJI^'^''^ ^ proprietary schools students. Program amendments in the 
late 19708 encouraged lenders to market loans to proprietary school students 
li 18 previously loans to such students were considered too 

risky. FY 1982 marked the first year that a financial need test was applied 
to loan applicants with adjusted gross incomes greater than $30,000; FY 1987 
was the year that need was required to be established for aU loan recipients 



1M7 ^-TSJ ?r 7" '^^^ ^ ^ SLS loioi. (before 

1987 caUed "Auxiliaiy Low. to Amm Student.- or ALAS k>u.) wer« avulable «» 1982. 

. . J!''*^™^ •mendments in 1979 (P.L. 9M9) rmnovwl a ceiling on the "epedd tllowancse" 
rnte reet mxtmdy the Feder.1 Oovernment peid l«ider^ m-STth. loInT^SlX^^ 
.ttractave to them. Unde« beg«» to edvertiee for etSenTlSCf cimomS? S^ISLI^ 

T;irr'*T* ~™ r~"*^ ™^ grew in the i^rly 1980^2^^ 
lenden to leU their loue. enooureging them to make Iomm to etudenti at higher rSlJ 
default, wch aa propnetaiy school atudente. Alao. in the early 1980b. the Higher Education 
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ProprieUiy Khool rtudent. tend to ha -e low income., which 
U«d policie. could .hift elipbilily to . Urger proportion of ~* 
The 1988-1989 academic year was the fint year the conreeaiona^ 
rethod!*r^' a new need ^yai. .yatem for GSU. wa. ii»tituted » weH 
rthrrirrtyear that a new definition of "independent student' wu app ed 
" «tU W P^ami. These factor, may have re«.lted in the /"^me 
ta the proportion of propriet«y «hool rtudent loan volume and the .hght 
decline in borrower, in FY 1988.' 

Under the SLS program there wa. a marked increaw in proprietary 
.chool .Indent participation in FY 1987 «.d FY 1988, f"^^f^\^^ 
borrower, in IT 1986 to 50.1 percent in FY 1987 and 61.5 percent in FY 
1988 Proprietary «hool .tudenU had limit-1 eligibility for auch loan, under 
the AljS'^Wuxmary Loan, to A«irt Student.) progr«n, «h.ch .jerated 
between 1982 and W86 a. a «mrce of loan, for ™<>«P«"'^»' 
ALAS lo«> maximum for independent ""dergn. .uate .tudenU, mclud.^^^ 
proprietaor «hool rtudent., wa. $2,500 minu, the pnncpJ 
GSL pro^m loan the .tudent received. Since the regular OSL program 
offered $2,600 sub.idized loan, at low interert rate., «id there wa. no 
rlqu" ement that the rtudent meet a need tert if hi. or i^e wa. bejow 
$30,000, this made it unlikely that lower income ■ndependent 
Lh a. were often found at proprieUry schools, would borrow under the 
ALAS program. 

In 1987 program amendments creating the SLS program removed the 
limitation on bo^owing by independent undergraduates and increased the 
loan maximum to $4.o5). This had a ,f ^mati ^ff-t - P~P"^*^„-^^^^ 
student use of this loan program, as well as on the volume of j^^^^J^ 
The General Accounting Office (GAO), in response to congressional concern 
Iver tM. trend, examined data from 9 of the 11 lariat GSL « 
agencies » which accounted for over 90 percent of the SLS, K^.'^tT' 
vdume, in FY 1988." The agency found that propnetaiy school student in 
ToT^rm (less than 1 year) programs accounted for over 52 percent of dl 
SlTdollars guaranteed by the 9 agencies during the 3-year pen^ ^.Tli 
FY 1989. Overall, proprietery school loan volume constituted about 61 

'•pr«.nUtion by Gary B-nblo-om before the 7th «mu.l NASSGP/NCHELP R-«irch 
Network Conference, May 17, 1990. 

SSS^t. hSt Eduction AM^MUnc Corporation Th. tj^ "^^^^ STn^J 
X. linuution. that ^ ^ 'i^.'^lltt'^^S^^^Z 
York Sute Higher Education Servicii Corpormtion and the Great Lekei Hignor 

Corporation. 

2»U.S. General Accounting OfBce. Fact J^^^^m^^T" 
SuppUmmtal Student Loans: Who BonowB and Who DefdulU. Wadiington. 19S9. 24 p. 
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percent of all SLS borrowing. The greatest volume growth experienced in the 
program was in short term proprietary school student borrowing between FY 
1987 and 1988 from $193.5 million to $778.4 million. The other m^jor 
category of borrowers were nonfreshmen nonproprietary students, presumably 
many of whom are graduate students.^ 

With regard to increases in loan volume under SLS, in FY 1986, the 
volume for ALAS loans was about $279 million; in FY 1987, the first year of 
the SLS program, the volume increased to $826 million, and it jumped to over 
$2.02 billion by FY 1988. In FY 1989, volume levelled off at $2.1 billion. 

Reconciliation legislation passed in December of 1989 amended the SLS 
program to reduce borrowing by undergraduate students-effectively 
proprietary students. ED data for the second quarter of FY 1990 (January 
through March 1990) indicate a 37 percent drop in SLS volume over the 
corresponding period in FY 1989. 

Pell Grants 

Annual Pell Grant program data reported by ED show that currently 
almost a quarter of Pell grant recipients attend proprietary schools, a 
proportion that has nearly doubled in the 1980s. They also indicate that 
proprietary school students receive more Pell grant cud than undergraduate 
students^ in private non-profit institutions, but less than students attending 
public schools. 

The most recent Pell grant data are for the 1988-1989 award year.^ 
That year, 23 percent of Pell grant recipients, or 743,000 students, attended 
proprietary school programs. About 19 percent of Pell grant recipients 
attended private non-profit institutions and about 58 percent attended public 
institutions. 

Most Pell grant recipients attending proprietary 8chools-96 percent- 
were in such schools whose longest program was shorter than 3 years. Three- 
quarters of these students were in schools whose longest program was less 
than 2 years. 

The proportion (25 percent) and number (807,000) of total Pell grant 
recipients in public schools offering programs of less than 3 years, such as 
community colleges, were similar to those for all proprietary schools. About 



^'Ck>llegiw and univvrmtiM tend not to use the SLS program in thair aid packagaa for 
und«rgrad\iata atudanta. 

^ell granta ar« avw ilabla to atudanta in und«rgraduate prograxDa only. 

'^U.S. Department of Education. 1988-1989 Pell Omnt End of Year Report. Waahington, 
1990. 123 p. 
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96 percent of the students attending these shorter term public schools, 
however, were in schools with maximum programs of at least 2 years' 
duration. 

Pell grant expenditures for students attending proprietary institutions in 
1988-1989 were about $1.1 billion dollars (24 percent) out of total Pell grant 
expenditures of $4.5 billion. Nearly $1.05 billion of these expenditures was 
for grants to proprietary school students in schools with maximum programs 
of less than 3 years. Expenditures for students attending public institutions 
with programs of similar length were about $942 million. 

How do Pell grant expenditures for all proprietary schools compare to 
expenditures for students attending public or nonprofit private colleges and 
universities? Total expenditures for students attending public and nonprofit 
private institutions offering at least a baccalaureate degree as the maximum 
degree were about $2.3 billion, or half of all Pell grant expenditures. About 
66 percent of these funds were awarded to students in the public schools. 

The average Pell grant award to a proprietary school student in the 
1988-1989 award year was $1,472, more than the average grant of $1,331 for 
a public school student but less than the average grant of $1,522 for a private 
nonprofit school student. The average grant for a public school student in 
a program of less than 3 years, typically a community college student, was 
$1,168. The average grant for students in the shorter term (most typical) 
proprietary schools ranged from $1,451 to $1,501. 

Since the inception of the Pell Grant program there has been an obvious 
increase in the proportion of funding awarded to the proprietary sector, with 
increases most notable since FY 1980. ED analysts, in the following table, 
calculated the proportion of Pell grants students at various types of 
postsecondary institutions receive^ since the first award year, 1973-1974. 
Since that year, the public and private 4-year schools' proportionate share of 
Pell grant recipients and funding showed the greatest decreases. Since FY 
1980, the perioid when the share of proprietary school recipients and funding 
showed marked increases, the proportion of Pell grant recipients attending 4- 
year public schools declined by 6 percentage points, and the proportion of Pell 
grant dollars to students attending private 4-year schools declined 6.9 
percentage points. 
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ANNUAL PELL GRANT RECIPIENTS BY TYPE OF INSTITUTION 
ACADEMIC YEARS 1973-74 - 19S8-89 



5 



Number of Recipients (%) 



Acddcmic 


Public 


Private 


Public 


Private 




V»ar 


4 Yr 


4Vr 


2Yr 


2Yr 


PEOpi 


1973-74 


41.1 


22.2 


24J 


4.0 


7.9 


1974-75 


41.0 


20.2 


27 Jt 


3.1 


8.5 


1975-76 


38.4 


17.5 


31J 


2.9 


9.4 


1976-77 


41.6 


17.7 


29.7 


2.2 


8.8 


1977-71 


42.0 


17.8 


29.4 


2.0 


8.8 


1978-79 


39J 


20.1 


27J 


2.3 


10.0 


1979-80 


40J 


21.5 


26.1 


2.4 


9.7 


1980-81 


38.9 


20.5 


ns 


2.5 


10.6 


1981-82 


37^ 


to.o 


27J 


2.4 


12.3 


1982-83 


35.4 


19.3 


27.5 


2.7 


15.1 


1983-84 


34.2 


17.«> 


27.9 


2.6 


17.4 


1984-85 


34.2 


17.< 


26J 


2.4 


19.2 


1985-86 


33.4 


16.9 


26.0 


2.4 


21.3 


1986-87 


32.2 


16.0 


2SA 


2.2 


23.8 


1987-88 


31.7 


15.7 


24.9 


2.2 


25.5 


1988-89 


32.9 


16.2 


25J 


2.4 


23.2 



Dollar Amount of Grants (%) 



Academic 

1973-74 
197475 



Public 
AYt_ 
41.4 
40.2 



Private 
4Yr 
22.4 
21.2 



Public 
2Yr 

25.1 
26.7 



Private 

2Yr 
4.0 

3.2 



froprkUrj 

7.1 
8.7 



1975- 76 

1976- 77 

1977- 78 

1978- 79 

1979- 80 



39.4 
43.3 
43.1 

39.5 
39.9 



22.1 
223 
21.0 
24J 
25.5 



26.4 
23.6 
24.5 
23.2 
21.5 



3.0 
2.6 
2.4 
2.6 
2J 



9.1 
8.2 
9J» 
10.4 
lOJ 



1980- 81 

1981- 82 

1982- 83 

1983- 84 

1984- 85 



38.0 
37.9 
35.5 
35.0 
35.9 



24.6 
23.4 
23.0 
21.0 
20.4 



22.1 
21.9 
21.1 
21.3 
20.4 



2.9 
2.7 
3.0 
2J 
2.6 



12.4 
14.1 
17.4 
19.9 
20.7 



1985- 86 

1986- 87 

1987- 88 

1988- 89 



35.3 
34.2 
33.3 
34J 



19.2 
18J 
17.7 
17.7 



20.6 
20.3 
20.0 
21.1 



2.5 
2J 
2.4 
23 



22.4 
24.9 
26.6 
24.4 



SMrcff: Data wm •Maliw4 Inm PMI EmM Yw Rtyorto pnpar»4 hj VS. Dcpartnciit of Ediicslloii. OPE/OSFAA>PP0, PHI Graal BriKh, Aaaly* SwUm. AmmI PVC«(M« 

I M Um Mlirc mlvctw *t PHI Rtdploili for wIi«m IiiiIHnIIm tff data wert avaNaMt. ITia aMbo- af caa« upas •afekh parnalafM * 



kf hnUtoUaa Ijpt wara calnlatatf aa Um caUrc aalvctw af Pa* Rtdplcirti for wIhwi lailHaUaa tjf data wera avaNaMa. Tfca aMbcr af caa« '^^r'?!!!!!?,*" 
•raasfaMaiva: 19n-74>ll2.7it: i974-75-572.«)l; I97S-7».1415471; IW*.77»l,»22jl74; l»77.7t.|^,OIO; 197|.79<l,l3f,141: 1»7M«-2417^. .••MUl.TtT^l; 
IWI^-2,704,722! 1M2-I3.2.S224M; l«J-i4=l,75W»; I»i4.«-2.745.4t2; 1M5.M>M13^4: 1»iM7=2^»^; IfW-tt-MW^! lMM»04«,2a4 A«i4«»lc jaara ara 
tram Jwtf 1 tt i aaili Jaaa 36. 
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The increase in the proportion of Pell grants awarded to proprietary 
school students could result from several factors. One is increases in the 
number of students attending proprietary schools: such students tend to be 
financially needy and quali^ for Pell grants. Another is the Pell need 
analysis formula, which tnakes it easier for independent students to qualify 
for a Pell grant: proprietary school students are more likely to be 
independent than students attending 4-year schools.^ 

Campua^Based Aid 

Proprietary school students receive relatively little Federal student aid 
under the title IV campus-based programs, in contrast to their significant 
share of Pell grants and GSLs. Data reported by the College Board show 
that only about 6 percent of campus-based aid was awarded to proprietary 
school students in academic year 1987-1988.^ 

The proportionate share of campus-based aid awarded to proprietary 
school students has not changed substantially since the early 1980s. These 
programs, however, all lost bujnng power over this time, and so the 
significance of campus-based assistance declined as a source of aid to 
proprietary school students. 

USE OF AID PROGRAMS BY PROPRIETARY SCHOOL STUDENTS 

Another way to look at statistics on proprietary school students and 
student aid is froL the student perspective. What proportion of students in 
proprietary schools is aided and what is the source of aid? How does this 
proportion compare to students in other postsecondary institutions? A recent 
source of such information is the National Postsecondary Student Aid Study, 
or NPSAS, which surveyed a sample of students enrolled in all types of 
postsecondary institutions for their use of student aid programs in the fall 
of 1986. 

Table 2 shows the results of a CRS analysis of NPSAS data, which 
compares the proportion of proprietary school students receiving some type of 
student aid with the corresponding proportion of nonproprietary 
undergraduate students.^ These data indicate that the share of proprietary 
school students that received some kind of aid was almost double that of 
nonproprietary undergraduates, 85 percent versus 47 percent respectively, in 



According to a CRS analyti* of data from tha National Poataaoondaxy Studant Aid 
Study, or NPSAS, about 64 percent of proprietaiy tchool ttudentfl are independent compared 
to 24 percent of undergraduate students attending 4-year private achools and 27 percent of 
undergraduate students attending 4-year public schools. 

^Trends in Student Aid. Washington, College Board, Aug 1989. Monograph, p. 12. 

^A more complete and detailed analysis of NPSAS data was conducted for another paper 
in our seriea, Proprietary Schools: A Description of Irutitutions and Students. 
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academic year 1986-1987. A proprietary school student was more likely to 
receive title IV aid, particuhirly a GSL: 79 percent of proprirtaiy school 
students received some title IV assistance, and 67 percent received a GSL. 
Compared to title IV assistance, proprietary school students received little 
State aid and minimal institutional assistance. 

Nonproprietary school undergraduates were also more likely to receive 
title IV assistance than other types of aid, but to a considerably lesser extent: 
only 29 percent received some title IV assistance. Also, nonproprietary school 
students received GSLs and Pell grants at about the same rate as they 
received State and institutional aid, between 15*18 percent. 

TABLE 2. Undergraduate Racipienta of Student Aid 

(% receiving aid) 



ProprieUiy Nonproprietary 
Type of aid school •tudenu school undergraduatai 



Any aid 


85% 


47% 


State aid 


10 


15 


IxiBtitutional aid 


5 


18 


Title IV aid* 


79 


29 


G\)arant«ed Student Loans (GSLs) 


67 


18 


Pell grants 


47 


16 


Campus-based aid** 


14 


8 



^IndudM Pell grants, Supplemental Educational Opportunity Grants (SEOOs), Guaranteed 
Student Loans (GSLs), National Direct Student Loans (NDSLs), College Work-Study (CWS) 
assistanoe, and State grants supported with title IV State Student Incentive Grant funds. 



^Includes SEOGs, NDSLs, and CWS assistanoe. 
NOTE: Includes fuU-time and part*time students. 

Source: CRS analysis of National Po$t$€eondary Student Aid Study data. 



Arguably, a higher proportion of proprietary school students receiving 
title IV aid would be expected because most of its programs are need-based 
and proprietary students tend to be lower income than other postsecondary 
students. If the NPSAS data are compared by income category^ however, 
there is still a higher use of title IV aid programs by proprietary than by 
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nonproprietary school students." This is because proprietary school students 
face relatively high educational costs compared to most undergraduate 
students and because there is little aid from non-title 1^ sources otherwise 
available. 

Table 3 shows that 74 percent of proprietary school students with family 
incomes below $17,000 received GSLs, compared to 24 percent of 
nonproprietary school undergraduates in this income category." Similar 
proportions are indicated in the next income category, $17,000 to $29,999. 
This high use of GSL borrowing by lower income proprietary school students 
could result from the lack of State and institutioiml grant aid available to 
such students to make up the difference between a Pell grant and their 
educational expenses. 

For Pell grants, there is also a considerable difference between the use 
of that program by proprietary and nonproprietary school undergraduates in 
similar income categories. About 68 percent of proprietary school students in 
the lowest income category received Pell grants compared to 42 percent of 
nonproprietary school undergraduates in that income category. Again, this 
could be influenced by the gt^nerally higher educational expenses at 
proprietary schools and the lack of nonfederal aid. 

Another possible influence on the difference might be the higher 
proportion of independent students in proprietary schools, as previously 
mentioned.** It is also possibls that the proprietary school students tend to 
have fewer flnancial assets, which also influence grant eligibility, than the 
nonproprietary undergraduates.^' 

It should be noted that the speciflc differences between the proportions 
of students in various income categories participating in aid programs will be 
influenced by the income levels chosen for the analyses and the relative 
distribution of numbers of students in the income groups. 



^^The NPSAS income data should be viewed with lome caution because it is student self- 
reported. 

"gSLs were non-naed taatMl for borrowers with actuated gross incomes below $30,000 at 
the time of the NPSAS survey. 

^About 36 percent of nonproprietazy undergraduatas are independent compared to 54 
percent of proprietary school students, according to a CRS analysis of NPSAS. 

^*ED PeU grant data on redpienU in the 1986-1987 academic y»ar shows that 54 percent 
of independent students had no assets, compared to 30 percent of the families of dependent 
students. 
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TABLE 8. Students Awarded Title IV Financial Aid By Family Income* 

(% receiving aid) 



Proprietary students Nonproprietary undergraduates 



T^p* of aid 


Lees than 
117,000 


117,000- 
(29,999 


$30,000-f 


Less than 
$17,000 


117,000- 
$29,000 


$30,000-»- 


GSL 


74% 


74% 


58% 


24% 


24% 


15% 


Pell grant 


68 


39 


15 


42 


17 


4 


Campus-based aid** 


16 


17 


9 


16 


12 


4 



Student reported data. 

*^EOGs, NDSU, and CWS aid. 

NOTE: Includes full-time and pert-time students. 

Source: CRS analysis of National Fo$t9ecandary Student Aid Study data. 
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CHAPTERS 

CONCERNS REGARDING PROPRIETART SCHOOL 
PARTICn»ATION IN TITLE IV AND 
RECENT RESPONSES 

ED's Inspector General find« nii^or Ingtnncfw of fraud and 
abuse in title IV programs, particularly at proprietary 
schools. 

• Many proprietary schools are reputable, and there are no 
reliable comprehensive data on the extent of title IV 
program abuses by proprietary rchools. 

Proprietary school students default at rates nearly double 
that of 2-year postsecondary institutions and about 4 times 
that of 4-year institutions. 

• The Administration and Congress have undertaken steps to 
control student aid program abuses and defaults on student 
loans, which disproportionately affect proprietary schools. 

Concerns over proprietary school participation in title IV programs are 
rooted in two migor problems: apparent profiteering from title IV by some 
unknown number of schools through fraudulent and abusive practices; and, 
high GSL default rat^s by proprietaiy school students. There is debate over 
the extent to which these problems may be interrelated-that is, that school 
abusive practices are causing high defaults-but there is general agreement 
that they exist and should be addressed to assure the future viability of title 
IV programs. 

Within the last year the Administration and Congress have devoted 
considerable attention to controlling defaults. While their initiatives are not 
specifically directed at any particular type of institution, proprietaiy schools 
are those most obviously affected. The proprietaiy school industry itself also 
has initiated an antidefault program for its schools. Other efforts at the 
Federal level are directed at controlling student aid fraud and abuse. They 
also are not specifically aimed at proprietary schools but have the greatest 
effects on them. 

This chapter describes how the problems of program abuse and GSL 
defaults relate to proprietaiy school participation in title IV, and the recent 
initiatives taken in response to these problems. One such response was a 
significant change in program regulations in June 1989 imposing sanctions, 
which could include termination from title IV program participation, against 
schools with high GSL default rates. The regulations also require vocational 
schools, including proprietaiy schools, to provide certain consumer disclosures. 
In December of 1989, Congress enacted legislation to prevent undergraduate 
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studentf attending schools with high default rates from borrowing SLS loans, 
and to reduce SLS loan maximums for short*term undergraduate programs* 
such as those provided by proprietary schools. Also, ED's Office of Inspector 
General (OIG) has undertaken a broad^based investigatory and audit initiative 
in the area of student aid program abuse. 

PROGRAM ABUSE 

Since widespread public funding of proprietary schools throu^ student 
aid was first available under the GI Bill, questions have been raised about 
profiteering by school owners, the quality of education and training their 
schools provide, and the schools* stability. Federal oversight activities in past 
years have addressed issues relating to the use of student aid programs by 
proprietary schools, but they did not elicit any m^jor policy changes.^^ 



^Ov«r the yMTs numerotw oongressional hrarin0i oonoemins title IV program* either 
touched or focused on proprietary schools. With several exceptiona. the haarinyi did not result 
in repv>rta with reootnmendattons for change. An investigation for which a report was issued 
was conducted by the House Committee on Government Operations in 1974. The Committee 
epecaficaUy focused on proprietary vocational education because of the increased Federal support 
that recently had become available to the proprietary school industry. In its report, Reducing 
Abuses in Proprietary Vocational Education, the Committee was supportive of the industry's 
ability to train people for employment* and noted that the profit motive forced echools to seek 
out students who ini^t not otherwise avail themselvee of ed\ication or training. It was critical, 
however* uf the hi|^ dropout rau at proprietary schools, and the tendency of some to recruit 
students deemed tncapaUe of succeeding in the course of study. The Committee f\irther noted 
the schools' *aKosesive dependence" on recruitment of federally aided students, and inadequate 
checks by the Federal Oovemment, Sutea, and accrediting agendee on achool opM^ations. (U.S. 
Congrees. House. Committee on Government Operationa. Reducing Abueee in Proprietary 
VoGOtional Education. Twenty-eeventh Report by the Committee on Government Operations. 
House Report Nc 93-1649, 93d Cong , 2d Sees. Washington, OPO, 1974. 4& p.) 

Also in the mid-1970e, the Federal Trade Commission (FTC) conducted extensive hearings 
and issued a report on proprietary vocational and home study echools on which it latsr based 
regulations eet^Ushing certain controls on practicss by the indr^ *y that were oonsidsred 
abusive to ooosumere. The Commission foimd unfair or deoept Actions in the areas of 
recruitment and enroUments at the echools to justify a final rule pubushed in Dec. 1978, which 
required proprietary schools to provide pro rata refunds to students withdrawing from courees 
and to provide certain consumer information to students including graduation and jdaoement 
ratee. (Federal Register, v. 43. Dec. 28, 1978. p. 607964)0827.) Proprietary echools 
subsequently sued the FTC, and the 2d Circuit eet aside the rule and remanded it to the 
Commission for fUrther proceeding. (Katherine Gibbe School, Inc. v. PTC, 612 F. 2d 668 [2d 
Cir. 19791) In 1988, the FTC terminated the rulemaking proceeding for several reasons. It 
found that the available evidence on which the original policy was bassd was too old to use as 
the baais for new regulations. Also, it argued that ED was expected to issue defkult regulations 
that could change the pracdcee of proprietary echools that were at iesue. Finally, it found the 
evidence in the original rulemaking record to be inadeqtiate to justify the nile. {Federal 
RegUter, v. S3. Aug. 6. 1988. p. 29482*29483 ) Neverthelees, general FTC rules apply to th^ 
schools. 

In 1984, GAO studied the administration of the Pell Grant program by proprietary schools 
at the request of the House Subcommittee on Poeteecondary Education and ReprseenUtive 
Richard Gephardt of Missouri. GAO found, among other thinyi, that non-hi^ school graduates 
admitted to echools on the basis of their ability to benefit (ATB) from the echool's program 

(contintied.,.) 
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Congresa and the executive branch have generally looked to the enforcement 
of existing law and regulations to resolve any problems defined in these 
reports. The amount of title IV funding available to financially needy 
students today and the extent to which such aid enables such students to 
attend proprietary schools have prompted a new wave of newspaper accounts, 
and investigative reports chronicling fraudulent and abusive practices by 
schools.** 

What are the alleged abuses? The common charge among critical laports 
and exposes is that schools undertake practices to reap excessive profits 
through tuition and fees paid for by students funded by aid programs. A 
recent report by New York State's Department of Education summarized such 
practices: 

These abuses have to do with fraudulent ri^ims made by schools 
and their agents, improper admissions to schools and programs, 
substandard program quality and failures to make tuition refunds. 
These problems are associated with high rates of student failure in 
programs that are almost entirely paid for by public funds. In 
particular, evidence suggests that tens of millions of dollars yearly 
are borrowed by students who are not prepared to complete the 
programs in which they are enrolled. In addition to not having 
attained job skills these individuals must suffer the economic burden 
of loan repayment or choose to go into default. . , 




^...C9ontinu«d) 

dropped out or wtre tftrminAtad At a hif^ rate, and urged the Department of Education to 
either tighten the criteria for echoola to admit such etudenta, or eeek legislatioo to repeal the 
law authorizing echoola partidpatsng in Federal atudent aid programs to admit ATB etudenta, 
ED propoeed the repeal of the ATB proviaiona aa part of ita program budget requeat, but 
Congreee did not act on the propoeal. (U.S. General Accounting OCQce. Report by the 
Comptroller General of the United St&tea. Many Prx^ridary SehooU to Not Comply with the 
Department of Education'$ Pell Ormt Program Requirement$, GA0/HRD*M-17. Waahington, 
1984. 66 pJ 

^A niunber of m^jor metropolitan newepapera have published a eeriea of artidea on 

proprietary achool abuaea including: the St. Peterwburg Time$ (Fla.), Apr. 20*22, 1986; Neweday 
(Long laiand, N Y.) June 22, 1986; Hartfrrd Caurant (Conn.), Nov. 8, 1987; Arimna Republic 
(Phoeniz), Dec. IS, 1987; Chicago Sun-Timee, Jan. 3-8, 1988; Cleveland Plain Dealer, Apr. 24^ 
27, 1988; Lo$ Angelee Timee, June 16-17, 1988; and the Hoiuton Chronicle, May 26, 27, and 
June 1, 1989. Miyor reports include: Baneijee, Nella. Unfair at Any Price: Welfare Reeipiente 
at New York Proprietary Schoole. New York, Interface, 1989. 112 p,; Fitigerald, Brian and 
Liaa Harmon. Consumer Rights and Accountability in Poeteeoondary Vocattonal-Teehnical 
Education: An Exploratory Study. Waehington, P^vin Assoc i a t es, 1988. SO p.; IfoConnick, 
Joe L. School or Sea n da l t Schools with Unsc ru pulous Praetiees that Invade and Abuse the 
Guaranteed Student Loan Program. Austin, Tesaa Guaranteed Student Loan Corporation, July 
1989. Monograph, 16 p.; New York Sute. The State Education Department. OCBce of 
Continuing Education. A Comprehensive Policy for Approaching Proprietary School Issues. 
Mar. 6, 1989. Monograph. 

^New York State Department of Education, Comprehensive Policy fi>r Approaching 
Proprietary School Issues, p. 3. 
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Specific abuses of some proprietary schools described in other reports included: 
recruiting students from unemployirent and welfare lines and at homeless 
shelters; promising student financial aid to support their enrollments, which 
would include "spending money" for the student; admitting obviously 
unqualified students (such as enrolling non-English speaking students in a 
program taught in English) throu^ altering 'ability to benefit" tests; having 
obsolete or inadequate equipment and facilities; and failing to refund tuition 
payments when the student dropped the program." 

The New York report concluded that the primary reason for such abuses 
was that student financial aid programs rewarded enrollments rather that 
program completion-the public funds were provided "up front." It stated: 

Combined with the general characteristics of students attending non- 
degree vocational institutions, this creates a set of incentives to 
enroll as many students as possible rather than efforts to assist 
students to achieve vocational skills."* 

That student financial aid program abuses have existed and continue to 
exist in varying degrees at some proprietary schools is not a subject of 
dispute. At issue is the extent of such program abuses. Most available 
information on fraud and abuse is anecdotal and is not sufficient to determine 
either ho* r pervasive such practices are or their effects on students or student 
aid programs. 

The Inspector General of ED, James B. Thomas, Jr., confirmed in 
February 1990 testimony before the Senate Committee on Governmental 
Affairs that his office (OIG) believes that proprietary schools are a m^or 
cause of concern for student financial aid programs. He said: 

OIG has assessed the student aid programs as being the most 
vulnerable to fraud and abuse in the Department. This assessment 
is based in part on audits and investigations over the last few yBon 
which have disclosed m^jor fraud and abuse in these programs, 
particularly at proprietary schools.'^ 

Mr. Thomas further stated that his office continues to find "numerous" 
instances of fraud and abuse at proprietary schools. FY 1989 audits of 30 
proprietary schools by the OIG resulted in $77 million in recommended 



"S«e, McCormick. School or Seandcdt, aJao, Fitzftnld and Harmon, Consumer Righta and 

Accountability. 

"^ew York State Department of Ediication, Comprehensive Policy for Approaching 
Proprietary School I$eue$, p. 3. 

'^U.S. Congreaa. Senate. Ckmmuttee on Governmental A£[tdi4. Permanent 
Subcommittee on Investigations. Abutee in Federal Student Aid Program: Haarinp, lOlat 
Cong., 2d Seea., Feb. 20, 26, 1990. Washington, GPO, 1990. p. 31. (S. Hearing 101-659) 
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recoveries to title IV aid programs. Inveatigations the same year resulted in 
indictments of 10 school owners, 3 officers of schools, 31 employees and 1 
school entity; all 10 owners were convicted as well as 1 oflicer and 12 
employees. He noted that ED initiated actions to end the participation of 30 
proprietary schools in title IV programs during FY 1989 under regulations.^ 

Because of the lack of reliable comprehensive data on the extent of fraud 
and abuse by the proprietary sector, it would be unwise to generalize that 
such problems pervade the industiy as a whole. Even the most critical 
reports on the sector note that many proprietary schools are reputable and 
warn against making sweeping conclusions about the industry fh>m reports of 
ebuse.^ Many proprietary schools have been in business over many years, 
supporters have argued, have relatively high job placement rates and the 
respect of the businesses in which graduates are employed. Such schools, they 
say, perform a valuable service to their communities and the nation by 
training low income, mostly urban, populations for well-paying jobs. 
Community colleges and the other sectors of postsecondazy education, 
supporters contend, often have no interest in serving such populations, who 
need short-term, intensive, nonacademic vocational training. 

GUARANTEED STUDENT LOAN DEFAULTS 

Since GSLs are the dominant type of title IV assistance, the high rate of 
proprietary school loan defaults under the program has also caused concern 
about the sector. Recent studies by ED and GAO of GSL defaults by 
postsecondary institutional type found that nearly 40 percent of proprietary 
school students default on their loans compared to about a quarter of students 
attending 2-year public (community college) programs, a fifth of students 
attending 2-year private schools, and about 10 percent of students in 4-year 



"Ibid. 

'"McCormick, ScAoo/ or Seandalt, p. 1; also, FitxffM«ld and Harmon, Con$tMer BighU 
and AceountabiUiy, p. 66. In oonvtraatioos with CRS, paraona who an knowladfiabla in 
poataacondaty adueation and paraona adminiataring attidant aid programa, who do not hava a 
paraonal ataka in tba industry, hava a a p r aatid a aimilar thama. Rapraaantativaa of, or 
oontractoTB for, tha propriotary induatiy ara tha authora of a numbar of aaaayt on tba marita 
of propriataiy adueation. Saa, for auunpla, U.S. Dapartmant of Education. Hearingt on the 
Rtauthoriaation of the Higher Education Act of 1966. Taatimony of Staphan J. Blair, Prtaidant 
of tha National Aaaodation of Trade and Tachnical Schoola. UnpubUahad, Washington, Nov. 
20, 1989. Alao aaa, Laa, John B. EeonomieaUy. Theae School* Make Good 'Cent$'. Caraar 
Training, Nov. 1987. p. 26-34. 
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public or private schools,^ Both studies looked at the default record of 
students who took out their last loans in 1983/^ 

The GAO study also found that proprietary school borrowers had a 
disproportionate share of defaulted doUara. About 14 percent of all 
cumulative loan dollars were borrowed by proprietary school students, but 
such students accounted for 36 percent of the cumulative dollars in default. 
Because the proportionate share of GSLs borrowed by proprietary school 
students increased significantly since 1983 to about 30 percent in 1988, this 
finding has important implications for the issue of default costs today. 

Recent default control policies targeting high default schools have given 
rise to the calculation of ''cohort'* default rates by institution. The "cohort** 
consists of Stafford loan and SLS borrowers entering repayment in a given 
fiscal year. The cohort's default "rate" is the number of the cohort borrowers 
who default by the end of the following fiscal year divided by total borrowers 
in the cohort. ED's FY 1987 cohort default data indicates that about 71 
percent of schools with cohort default rates over 20 percent were proprietary 
schools. Proprietary schools constituted about 40 percent of all schools for 
which the default data were available. Of all proprietary schools for which 
data were provided, 61 percent had default rates over 20 percent,^ ED 
analyses showed a decline in the default rate for all proprietary schools from 
similar FY 1986 data, from 40 to 33 percent, but noted that such schools 
continued to have default rates about twice the rate of 2-year institutions and 
about four times the rate of 4-year institutions/^ 

A recent and particular concern regarding proprietary schools and defaults 
has baen the large degree of proprietary school student borrowing under the 



^^partment of Education, FY 1988 Guaranteed Student Loan Programa Data Book, 
p. 39-40; and, U.S. General Aooounting Oflioa. Briefing Report to Congreeeional Requeetert. 
Ouarantmi Student Loans: Analysis of Default Rates at 7,800 Postseeondary Schools, 
GAO/HRD-S9-63*BR. Washington, 1989. 224 p, A more recent ED analyaia, which has not 
been published, fo\md the proprietary school borrower default rate to be S0.6 percent compared 
to a rate of 32.6 percent for 2-year public school students, 16 percent for 2-year private school 
students, 14.3 percent for 4-year private school students and 12.7 percent for puUic 4*year 
school students. Theee rates were calculated for students with Stafford (subeidiied) loans, who 
entered repayment in FY 1985. The default eiperience of their loans was followed throu^ FY 
1988. 

^^The ED study's cohort included only students whoae loans entered repayment by Sept. 
30, 1987. The GAO study had no such cutoff date but only included as defaulters, studenu 
who entered default sutus by Sept, 30, 1987. 

^^.S. Department of Education. FY 1987 Cohort Boies by Institution Stafford Loan 
Program. Unpublished, Aug. 3, 1989. CRS calculations of proportionate ahare of proprietary 
school defaults. 

^^uch rates for all types of postseeondary achools declined between the years. U.S. 
Department of Education. Fact Sheet on Student Loan Defaults. Unpublished, dated Aug, 8, 
1989. 
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SLS program unce FY 1987. The GAO report on the SLS program, 
mentioned above (p. CRS-10), found that loans to ehort-tarm proprietary 
school students constituted the largest proportion of default claims over the 
3-year period. About |250 million (80 percent) in SLS default claims were 
attributable to proprietary school students, in contrast to $62 million (20 
percent) to students in other schools. These data are not surprising because 
of the high volume of proprietary borrowing since 1987 and the large 
proportion of proprietary borrowers in the program by FY 1989. Further, a 
large portion of these post-1987 proprietary school loans also entered 
repayment status during the period because of the short-term nature of 
proprietary school programs. 

What the GAO study on SLS loans does not show is the SLS default 
rate of students in proprietary schools. If it was roughly comparable to the 
rate experienced for regular GSLs, the significant increases in proprietary 
school student borrowing under the SLS program would have a considerable 
impact on future program default costs. 

Why are proprietary school default rates high? No studies have been 
conducted on proprietary school borrowers per ae to answer this question. 
Studies of student loan defaulters, however, indicate that the m^jor 
characteristics of defaulters are also the characteristics of students more 
commonly served by proprietary schools than by other postsecondary 
institutions: low income of the student or student's family; enrollment in a 
short-term course of study; and a low loan balance.^ Some believe that 
abusive practices by or characteristics of some proprietary schools-misleading 
advertising, recruitment of unqualified students, poor educational programs- 
contribute to a student's proclivity to default. One study of California high- 
default proprietary schools and community colleges found student rather than 
institutional characteristics or practices the institutions used to curb defaults 
to be of "overwhelming importance" in predicting defaults.^ Otherwise, there 
is little information on which to base a conclusion in this regard. 

DEFAULT CONTROL EFFORTS 

Default control policies recently adopted by ED and CongreBs are, in 
many respects, directed at proprietary school problems. M^jor organizations 



^Anoth«r papar in this leriw, Proprietafy Schools: A Description of IntHtuHont and 
Students, diaeutm demographic charectoriitioi of propri«Uiy ttudmto. For a diacuMion of 
•tudiw on th« efaancteriitiot of dafaulten U.S. Congrm. Houm. CommittM on Education 
and Labor. Suboominittat on Poataaoondaiy EducaUon. Student Loan Defiiuks-The Belmont 
Task Force RepoH. HMrin^, 100th Cong.. 2d Baas., Fab. 2-3, IMS. Waahington. OPO, 1988. 
p. 11. 

^^ilmi, WcUfcrd W., Richard W. Moon, and Rogsr E. Bolua. Whose FauU is Default? 
A Study of the Impact of Student Characterises and Institutional Praetiees on Ouaranteed 
Student Loan Default Boies in California. Educational Evaluation and Policy Analyna, v. 9, 
apring 1987. p. 60. 
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representing the proprietary schools also have responded to the high default 
rates among many with a default reduction plan. These initiatives presume 
that schools are either to some degree responsible for defaults, or that they 
can do more to prevent defaults among the students they serve. 

The Department of Education*! Default Initiative^ 

On June 1, 1989, Secretary of Ekiucation Lauro Cavazos announced 
regulatoiy, administrative and proposed legislative measures to help reduce 
defaults under the QSL program. The central focus of the initiative, as 
evident in new default regulations, is to make institutions take some 
responsibility for student loan defaults. This represented a m^jor shift in 
default control policy established in statute and under previous rules, which 
had concentrated on the roles of the lenders and guaranty agencies in 
diligently pursuing collections on loans and on educating borrowers about 
their rights and responsibilities. The impetus for this shift was the 
Administration's belief that program abuses by proprietary schools, 
particularly in the areas of recruitment and admissions, increased the 
likelihood of future loan defaults. 

The default regulations^^ issued in June 1989 prescribe sanctions to be 
taken against institutions participating in the GSL program when the annual 
cohort default rates^' of their students reach unacceptably hi{^ levels. 
Sanctions range from requiring the school to implement a default management 
plan to terminating the school from program participation. While not singled 
out, proprietary schools are disproportionately affected by the new regulations 
because, as discussed above, they tend to hai'S hi^er default rates than other 
institutions of postsecondary education. 

Under the TiCw rule, schools with default rates over 20 percent must 
agree to adopt certain antidefault measures described in appendix D of the 
regulations or submit their own default management plan. Schools with 
default rates over 30 percent must delay loan disbursement for 30 days to 
first-time loan borrowers, and effective June 5, 1990 must prorate tuition 
refunds to borrowers who drop the course of study before it is halfway over. 
Both these actions, which alao are required under appendix D, are clearly 
aimed at controlling defaults and other Federal aid losses by students dropping 
out of programs early. 



^^or more detailed information on the default initiative eee, U.S. library of Congreee. 
Congressional Research Service. The U.S. D^(ir0nent of S d ua Ui on't Student Loan DefiuUt 
Reduction Initiative: Background and Analy$i$. CRS Report for Congress No. 8M64 EPW, 
fa^r Charlotte Fraaa. Washington. 1989. 22 p. 

^''Federal RegUter, June 5. 1989. p. 24114-24127. 

^^The "cohort default rate" is calculated by dividing the number of Stafford loan and SLS 
loan borrowers entering repayment in the fiscal year in question by the niimber of such 
borrowers who default by the end of the succeeding fiscal year. 
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Effective January 1, 1991, schoolf with default ratee exceeding 60 percent 
for FY 1989 will be immediately eul^ect to a determination by the Secretary 
of BID of whether to initiate a proceeding to "limit, auapend or terminate" the 
institution trom participation in title IV programa (hereinafter referred to as 
an "LS&T" proceeding). After 1991, thli "trigger" rate drope in 5 percent 
increments annually to 40 percent. Also, schools with default rates between 
40 percent and 60 percent for FY 1*^99 will be required to reduce their rates 
by 5 percent in each subsequent year or face a possible LS&T action. 

The final regulations also have other elements that would primarily affect 
proprietary schools. They require proprietary and any other trade, technical 
and other career schools^' to compile and disclose to students certain consumer 
information such as: 

• all State licensure or certification requirements for the vocational 
field; 

• the pass rate of the program's graduates for the most recent year on 
the licensure or other examination required by the State for 
employment in the vocational field; 

• the job placement rate based on actual placement in the trade for 
which the program was offered; 

• the completion rate for students in the program, to include students 
who completed the program or students who obtained fUll-time 
employment in the occupation for which the training was offered 
within 150 percent of the time normally required to complete the 
program; and 

• any other information needed to substantiate an institution's claims 
regarding job placement. 

The regulations require all schools to provide loan counseling to first- 
time borrowers. 

ED also proposed regulations'*' to require proprietary and other private 
career schools to establish a "teachout" arrangement with a school offering a 
similar career program. Under such an agreement, the "teachout" school, at 
no added cost to the student, would provide the studnnt with the opportunity 
to complete his or her course of study after the original school closed. ED 



^^Thaae requirmnanta apply to all undargraduata nonbaocalauraata dafraa 
dMign«d to prapATt ttudmtt for a pAittcular vocational, trada» or caroar fiald, ao thiy alao 
affact many community collagia. Similar diadoaura information alao muat ba aupfdiad by othar 
inatitutioni if tha inatitution publicly makat a claim aa to tha job placamant axparianoa of ita 
atudanta to attract othar atudanta to anroll, 

^Federal Regi$ter, Juna 5, 1989, p. 24128*24129. 
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has delayed final publication of this rule becauie of operational problems 
identified by commenters, and is currently examining alternative policies. 

Among the default prevention actions ED announced as part of its default 
initiative were those to increase consumer information available to potential 
Stafford Loan program borrowers. ED intends to publish the default rates of 
participating schools, lenders, and guaranty agencies, and to compile and 
disseminate the disclosures on vocational programs that must be reported 
annually under the new regulations. The Department would also further 
publicize its consumer "hotline" for students receiving Federal aid. 

Legislation in the lOlat Congress 

Enacted at the close of the lOlst Congress, the Omnibus Budget 
Reconciliation Act cf 1989, P.L. 101-239, included the "Student Loan 
Reconciliation Amendments of 1989" to make certain changes in the GSL 
program to effect budget savings. Major provisions of this law reflect the 
view that the level of GSL defaults is in part due either to practices of 
participating schools or to their students' use of the loan programs. 

One m£uor concern addressed in the Student Loan Reconciliation 
Amendments was the potential impact of proprietary school student 
participation in the SLS program. Effective January 1, 1990 through FY 
1991, the new law prohibits undergraduate students at schools with cohort 
default rates of 30 percent and over from borrowing SLS loans; and reduces 
the maximum SLS loan available to students in short-term programs from 
$4,000 to $2,500 (programs of two-thirds of a year to a year) or $1,500 
(programs of one-third to two-thirds of a year). Another provision apparently 
aimed at proprietary school and other short-term courses requires a 30-day 
delay in the disbursement of SLS loans to students lacking a year of 
successfully completed undergraduate study. The amendments further deny 
SLS eligibility to ability-to-beneflt (ATB) students. 

Other provisions of P.L. 101-239 respond to alleged program abuses 
leading to defaults. One would require all postaecondaiy institutions 
admitting ATB students to make available to such students a program to help 
them obtain a high school equivalency certificate. Others would authorize ED 
to take emergency actions to stop the participation of institutions, 
institutions' agents, or lenders in student aid programs for up to 30 days 
rather than going through the customary due processes involved in LS&T 
proceedings. Also, in response to the problem of "accreditation jumping,"*' the 
new law would require certiflcation for student aid prograxi: participation to 
be withheld from institutions that lost their accreditation within the preceding 
24 months. 



'''This refen to loaing accreditation with one agency and being accredited another to 
retain vitle IV program eligibility. 



CRS-29 



ED appropriations legislation for FY 1990, P.L. 101-166, included a 
provision that in part responds to concerns about proprietary schools. This 
law requires schools with default rates over 30 percent to establish a pro rata 
refVind poliisy for all title IV program fiinds, similar to the requirement for 
GSL program funds imposed by regulation in June, 1989. 

Proprietary School Industry Antidefault Initiative 

Sensing the growing debate over the proprietary school participation in 
the GSL program and its impact on defaults, major groups representing 
proprietary schools" in 1987 undertook a default reduction effort. The Career 
Training Foundation (CTF), which is an industiy-sponsored research and 
training office, organized and produced the effort. Products cf the initiative 
included a manual for schools, workshops, videotapes and pamphlets 
explaining the student's obligation when taking out a loan.^ 

OTHER FEDERAL EFFORTS ADDRESSING PROPRIETARY SCHOOL 
ISSUES 

Persistent reports of abuses by some proprietary schools participating in 
title IV programs have also led to some recent initiatives by ED's GIG and 
by a congressional investigating committee. 

Department of Education, Office of Inspector General's Initiative 

In setting its priorities for FY 1989, ED's OIG identified student financial 
aid programs as those Department programs "most vulnerable to firaud, waste, 
and abuse," and decided to concentrate substantial resources to audits and 
investigations of them. Prompted by recurring instances of fraudulent and 
abusive practices by proprietary schools, much of this OIG effort was focused 
on these institutions." The OIG's objective under the effort, which has since 
consumed about 70 percent of its total staff time, is to influence the HEA 
reauthorization, as well as the development of regulations and program 
operations." The OIG is independent of the Department of Education, and 
fundamentally acts as a watchdog over its operations. 



'^Aatociation of Independent CollegM and Schooli (AICS), National Aasodation of Trade 
and Technic^ Schools (NATTS), National Aaaociation of Aocredit«l CoKnetology School* 
(NAACS), National Aawdation of Health Career Schools (NAHCS), National Home Study 
Coundl (NHSC). 

*^nt. Richard. Default Managanmt and the Proprietary Sector. Career Training, v. 6. 
no. 2, Dec. 1989. p. 8-9. 

"U.S. Congreae. Senate. Committee on ^ipropriationa. Departments of Labor, Health 
and Human Services, Education and Related Agencies ^>propriations: Fiscal Year 1990. 
Hearinpi on H.R. 2990, 101st Cong., 1st Seas. Waahington. OPO, 1990. 

"Briefing for House and CRS staff by OIG representatives. Feb. 7, 1990. 
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Ab of March 1, 1990, the OIG had produced 16 papers pursuant to the 
student flnancial assistance initiative, many of which address proprietary 
school issues.^ Most of these papers are Management Improvement Reports 
(MIRs) finding deficiencies in ED's administration of student financisil aid 
programs that appear to facilitate program abuses in such areas as 
accreditation/eligibility/certification, branching, ability to bmefit, and course 
stretching. The OIG not only makes recommendations on administrative and 
regulatory changes, but also suggests amendments to title IV in selected areas 
to prevent program abuse. 

Hearings the Senate Permanent Inveatigationa Subcommittee 

The Permanent Investigations Subcommittee of the Senate Committee on 
Governmental Affairs, chaired by Senator Sam Nunn, has launched an 
investigation of Federal student aid programs, concentrating on the GSL 
program. In February 1990 the Subcommittee began a series of hearings.^^ 

The first Subcommittee hearings have addressed program fraud and 
abuse, largely by proprietary schools. Subcommittee investigators called fraud 
and abuse in the proprietary sector a serious problem for student aid 
programs that was getting worse* They found generally that the student aid 
programs provided an incentive for unscrupulous school operators to profit at 
the expense of the taxpayer and that controls over potential abuses were 
seriously lacking.** 



Analysts psrticularly addrMung propmUury school issuss indudsd: Inequitable Clock 
to Credit House Conv€r$ion$ Harmful to Students and Taxpayers. M«n«gtm«nt Improwment 
Report No. 90*14, Fsb. 21, 1990; Unrestricted Branching is Detrimental to StudenU and 
Taxpayers, Managemsnt Improvmitnt Rsport Mo. 90-13, Fob. 20, 1990; Improving the 
Supplemental Loans for Students (SLS) Program. Msnsgsment Improvsmtnt Rsport No. 90* 
11, F#b. 14, 1990; Iny>roving Ability to Benefit Determinations and Related SFA Admissions 
Practices in the Dqmiment^s SFA Programs. MansguMnt Improvnnmt Rsport No* 90-2, Nov. 
15, 1989; Stretching of Training Programs Beyoryi the Length Needed to Pr^are Studmts for 
Gainful Employment. Msnagsmtnt Improvsmtnt Rsport No. 89^, Sspt. 27, 1989; ED Has 
Determined Certain IruHtutians to be Eligible fbr the SFA Programs Without Verifying Data on 
Course Length. Msnsgsmsnt Improvsmsnt Rsport No. 89-02, Dec. 23, 1988; Issues Noted to 
IkUe ui Our Audits of the Postseeondary Atereditaiion, Institutional Eligibility and CertifloaOon 
Processes. Msmorsndum to Mitchell L. Lsins, AMStsnct Inspsctor Osnsral for Aiidit from 
Chsrlw J. Brennan, RegioiuJ Inipoctor Gonsral for Audit, Hoidquartors Audit Region, dated 
Feb. 14, 1990. 

Senate Committee on Governmental Affain, Abuses in Federal Student Aid Programs. 
"ibid., p. 27. 
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CHAPTER 4 

BASIC POUCT QUESTIONS AND RELATED ISSUES 

• AooeM of lome vocational students to pottaeoondary 
education could be reduced by changes in proprietary school 
eligibility for title IV. 

• Increases in Pell grant awards to proprietary school students 
could be limiting the amount of grant aid available for 
college and university students. 

Proprietary school student loan defaults may be threatening 
the stability of student aid programs. 

Title IV may not afford the best mechanism for aiding 
proprietary school education, but alternative aid policies may 
be limited due to budget considerations. 

The significant and growing proportion of title IV aid awarded to 
proprietary school students, coupled with the abuse and default concerns, may 
lead Congress to consider whether program policy should change towards 
proprietary schools. Two fundamental questions appear to be obvious for 
policymakers to consider: how important are proprietary schools as a 
postsecondary vocational education resource; and, are title IV programs the 
most appropriate source of Federal aid to support the vocational education 
provided by proprietary schools? 

There is a lack of comprehensive unbiased national data on which to base 
answers to these questions. The questions suggest, however, an analysis of 
some mqjor issues that may be useful in this regard: the access of students 
to postsecondary education; costs to students and taxpayers; student aid for 
short-term, nondegree job training; consumer protection; title IV program 
integrity; and, student aid as a Federal funding mechanism. 

PROPRIETARY SCHOOLS AS A POSTSECONDARY RESOURCE 

Proprietary school students became megor beneficiaries of title IV aid in 
the 19808. llieir high program use could reflect several conditions: the 
changing needs of postsecondary education and the relative significance of 
proprietary schools in meeting such needs; the dependency of financially needy 
proprietary school students on Tedei'al as opposed to other types of student 
aid; the incentive title IV programs provide for proprietary schools to profit 
from recruiting and enrolling large numbers of financially needy vocational 
students. 

In considering the future of proprietaiy schools under title IV, 
policymakers are likely to assess how important these schools are as a 
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postsecondary education resource, and the consequences if title IV aid were 
limited for or eliminated from the sector. 

Aooeas to PostMoondary Education 

A megor issue relating to the future participation of proprietary schools 
in title IV is how such aid affects access of vocational students to a 
postsecondary education. Title IV student aid has been available to students 
seeking postsecondary vocational education in eligible institutions because of 
Congress' wish to treat them equally with college-bound students in terms of 
eligibility for aid. 

Why has the policy of "pquity" in student aid programs for the noncollege 
bound been considered important? One reason is that many persons who may 
need postsecondary education or training do not choose college. Less than 
half--about 43 percent--of persons who are 26 have completed even a year of 
college; only a little over a quarter of all 18-24 year olds are enrolled in 
college at a point in time.** The principl of offering student aid for students 
to attend the broadest selection of postsecondary educational programs may 
be especially relevant today as more "nontraditional 'students-older students, 
part-time students, single mothers, persons seeking retraining when their jobs 
become obsolete, for example-are entering postsecondary educational 
programs. 

How much of postsecondary vocational education does the proprietary 
sector provide? The National Assessment of Vocational Education (NAVE) 
concluded that proprietary schools currently serve about 14 percent of all 
students enrolled in postsecondary vocational education programs. NAVE 
found that the vast majority of vocational students^? percent-are in 
community colleges. Other postsecondary vocational students are served by 
public vocational-technical schools, and to a limited extent, by private 
nonprofit institutions."^ 

Would limits on title IV aid to proprietary school students deny the 
access of some students to a proprietary school education? It certainly could 
absent new sources of student assistance, or the expansion of aid currently 



**U.S. Department of Commerce. Bureau of the Ceneua. Current Population Reports. 
Seriea P-20, noe. 428 and 429. 

"Apartment of Education, Postsecondary Voeatimtal Education, p. 20-21. NAVE'a 
eetimatea are baaed on "point in time" enrollmenta and do not include programa at degree 
granting inatitutiona or junior oollegaa. The percentage of atudents served fay proprietaiy 
achoola oould rise somewhat if enrollmenta over the oourae of a year were oompared because 
of the short-term nature of many proprietary programa. The Career Training Foundation, a 
proprietary induatry-aupported reaearch group, reporta that proprietary achoola "provide 50 
percent of the postaecondaiy vocations] training in the United Sutes." The source of these 
dau ia not identified and it is unclear how the proportion waa cal c ulated. Career Training 
Foundation. Pnvate Carter School Facta. Chevy Chase, Maryland, JBL Aaaodatea, May 1989. 
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available to such students through alternative Federal, State or institutional 
programs. As previously mentioned, according to NPSAS, 79 percent of 
students attending proprietary schools receive some title IV aid, but only 10 
percent receive State aid and 5 percent institutional aid. 

The existing alternative sources of Federal aid for proprietary school 
students are the Job Training Partnership Act (JTPA) and Carl Perkins 
Vocational Education Act. The current scope of these programs, in terms of 
purpose, funding, studants served, and the relative participation of proprietary 
school programs, is far more limited than that of title IV. For example, 
JTPA's title IV-A program providing training for economically disadvantaged 
youth and adults age 16 and over (the type of needy student often served by 
a proprietary school) is currently funded at the level of $1.7 billion. 
Proprietary schools may be among the providers of JTPA job training services, 
but no information is available on the extent to which they provide such 
services. As far as the Perkins Act is concerned, only about 40 percent of the 
$837 million appropriation for Basic Grants, or roughly $335 million, is used 
for postsecondary vocational education programs for which proprietary schools 
might qualify. The participation of proprietary schools in the Perkins 
program is even further limited by the statute: private institutions may 
receive Perkins funds only to the extent that they can provide training at 
a lower cost than public institutions or if they can provide equipment and 
services not available in public institutions.** 

If title IV aid were restricted for proprietary sciiool students, some would 
have to seek alternative postsecondary education. They could choose a 
program that would be less expensive than a proprietary school program, such 
as one available through a public vocational institution or a community 
college, or for which they would remain eligible for aid. Or, such students 
could choose to pursue employment for which there would be on-the-job 
training or apprenticeships. These alternatives could have limited availability 
or may not be desirable or practical for some. As a result, they might chose 
not to pursue postsecondary education. 

Supporters of proprietary schools have argued that treating their students 
in some differential manner would be tantamount to educational segregation. 
Stephen Blair, President of the National Association of Trade and Technical 
Schools (NATTS), has stated that separate aid programs would amount to 
"educational apartheid," with one system for higher income mostly white 
college students and the other system for low-income mostly minority 
vocational students.*^ 



*'20 U.S.C. 2341 (aK22). 

*^Lou0iry, Thomas J. College Prepare for Two Year Review of Federal Program* in 
Higher Education. Chronicle of Higher Education, Oct. 25, 1989. p. A27. 
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The proportion of students who are from minority groups, with low 
family income and without a hi^ school diploma or equivalency certificate is 
higher in proprietary schools than in other postsecondaiy schools. Such 
students, however, do not comprise the m^ority of proprietary school 
students. For example, according to NPSAS data, about 40 percent of 
proprietary school students are from minority groups (blacks, Hispanics, 
Asians) compared to about 25 percent in community colleges, and 22 percent 
in all undergraduate institutions (includes proprietary schools). About 21 
percent of proprietary school students are black, compared to about 9 percent 
of community college students, and 9 percent in all undergraduate 
institutions. Further, considering the total populatioii of undergraduates 
who are from minority groups, proprietary schools serve about 9 percent.*' 

Advocates for proprietary schools contend that these schools actually 
encourage some students to enroll in postsecondary education. They say 
that the profit-making nature of the schools forces them to actively seek out 
students who would otherwise not be attracted to education or training. 
These are often the students, it is argued, who could benefit most from 
training. The intensive short-term nature of most proprietary programs, they 
believe, is best suited for the low-income student with family obligations who 
cannot afford to be unemployed for an extensive period. 

Others maintain that proprietary schools may promote attendance in 
postsecondary programs, but at a price. They argue that in seeking profit 
some proprietary schools are overzealous in their recruitment efforts. Such 
schools may accept students who would have great difficulty succeeding in 
their programs, such as mentally retarded or non-English speaking persons. 
Such schools may also provide programs that do not improve the student's 
employment prospects. In some cases schools may also be financially unstable 
and close with little notice. The consequences to the students may outweigh 
benefits from the promotion of postsecondary education by the schools. Such 
consequences include the loss of a student's self-esteem because of the 
incomplete training, and lost time during which the student could be employed 
or be enrolled in a more appropriate educational program. Students with 
GSLe are also left with indebtedness with little or nothing to show for it. 

The potential effects of limiting title IV aid to proprietary school students 
are debatable. How many and what types of students would lose educational 
opportunity in part would depend on what alternative policies to fund 
proprietary education were adopted. 



""CRS analytif of NPSAS data. Sm anothfr paper in this Miiaa, Prt^rietary SehooU: A 
De$er^on of In$titutioTU and Studentt, for more oompltta L formation. 
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Costa to the Student and Taxpayer 

In considering proprietaiy schools as a postsecondaiy vocational education 
resource there are also issues about their relative cost to the student and the 
taxpayer. What does the student pay in terms of time and money to attend 
a proprietary school? How does aid to the proprietaiy school sector from all 
public sources compare to aid for other types of postsecondaiy education? 
The limited national data on vocational training suggest that such questions 
cannot easily be answered because course length, how tuition is set, and 
characteristics of job training by all providers vaiy to a great degree.*^ 

It has been alleged that some proprietaiy schools may be lengthening 
their training programs speciflcally to qualify for title IV aid. The OIG found 
a problem with "course stretching" by some proprietaiy schools "substantially 
beyond what is required to obtain employment," so that students in the 
training program could qualify for student aid.*^ The OIG made this 
determination largely based on State licensing requirements for hours of 
training needed in given occupations. The OIG recommended in part that the 

. . . process of determining program eligibility be strengthened by 
developing, implementing and monitoring guidelines and that 
students be adequately informed so they can be wise consumers of 
training funded vrith Federal SFA.*^ 

Training in some proprietary schools, however, is shorter than in 
alternative programs. Coursework in proprietary programs is both more 
intensive and directly related to vocational training. Some argue that even 
considering the higher tuition cost of proprietary schools they may actually 
be cheaper in the long run because of lower "opportunity" costs-their students 
get into the job market faster .^^ 

Another issue is how proprietary schools set tuition. It has been alleged 
that some schools inflate tuition to accommodate the available amount of 
Federal student aid. Unfortunately, there are virtually no data on how 
proprietary schools set tuition or what the trend has been. The OIG did find 



S«e, for cuinple, U.S. General Accounting Office. Office of Audit. Audit of JTPA 
Participant Training and Service$. Report I-Partieipant Training and Employment. Report 
No. 08-«6^1-0^0, Waahington, Jan. 25, 1988. p. 53. 

^Stretching of Training Programs Beyond Length Needed to Prepare Studente for Gainful 
Employment, MaiMfiment Improvement Report No. 89^. Under current law and regulation, 
the only control over appropriate oouree length ia through the accreditation p reeeee, which 
apparently ia inauffident. The OIG report apecafically noted problems in jn-ograma providing 
•ecurity guard training, nurae aanatant training, and manicurist training. 

"ibid., p. 2 

*^See. Lee, Beonomically, Theae Schools Make L i 'CenU', p. 28. 
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instances of proprietaiy schools inflating tuition costs in response to the 
availability of new aid under the SLS program in 1987 without any change 
in the educational program," but there is no indication how widespread such 
practices might be. The Association for Independent Colleges and Schools 
(AICS), representing many proprietary schools primarily offering business- 
related training, reported that the average tuition for its member institutions 
was $4,433 in the academic year 1988-1989, which was far lower than the 
available Federal aid. AICS noted that its students tended to use SLS loans 
for living expenses and not for tuition.*' Some might contend that this AICS 
pronouncement means little without comparative tuition data for previ'tus 
years-SLS money might be replacing Federal aid that previously supported 
living expenses. 

What is the relative cost to the taxpayer to provide a student training in 
a proprietary school versus a similar public school program? No 
comprehensive data indicate the proportion of proprietary school revenues that 
are currently supported through Federal grants and through the cost of 
student interest benefits and loan defaults. Total title IV support (Pell grants 
and guaranteed loans for the most part) to student? in aid awards at some 
proprietary schools is thought to represent as high as 90 percent of their 
revenues. Public schools, on the other hand, receive direct public funds, 
effectively subsidizing what would be a cost for all students. Additional public 
support is available to needy students through student aid programs. 

Another consideration with regard to taxpayer support is that proprietary 
schools pay income taxes, to some degree offsetting the public costs of student 
aid; public schools do not pay taxes. While these are important considerations 
in gaining a perspective on public costs, there are, unfortunately, no data on 
which to conclude which type of school is more costly to the taxpayer through 
public support.'"' 

Another perspective on taxpayer support is the long-term cost to the 
taxpayer if the individual loses employment opportunities because he or she 
loses access to proprietary school training. Such costs could involve, for 
example, various income maintenance payments (e.g., welfare and food 
stamps), medicaid, income tax losses because of lack of earnings, and social 
costs relating to crime. One anblysis indicated that annual savings in public 



^npubliihed memorandum from Mitchell L. Laine, AMUtanoe In>p«:tor General for 
Audit to Dr. Leonard L. Haynee m, Aanatant Secretary for Poataecondary Education dated Feb. 
14, 1990. Management Improvement Report No. 90-11. p. 3. See also, Fitzgerald and Harmon, 
Coruumer Rights and Accountability, p. 29. 

""Aaaooation of Independent CoUegea and Schoola. Association of Independmt Colleges 
and Schools' Students Rely on SLS Loans for Living Expenses. News Releaae dated Oct. 27, 
1989, Washington. 1 p. 

™See, Lee. Economically, These Schools Make Good 'Cents', p. 27*28. Mr. Lee concludee 
that public echools coet the taxpayer more per etudent, but providea no autistical evidence. 
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costs could be three to six times greater than the cost of defaults on GSLs 
averaging $2,500 apiece if a proprietaxy school with a 50 percent default rate 
enrolling 100 students were to remain open7^ Such analyses are speculative, 
at best, because of the broad array of assumptions that must be made about 
the future training and employment of the individual. 

In the last analysis, issues relating to the relative cost of proprietary 
education may be overshadowed by the more fundamental question of whether 
student and public monies are well spent at proprietary schools. Another 
paper in this series, Labor Market Outcomes of Proprietary SchooU, explores 
the data and issues relating to the outcomes of propr-etary education. 

TITLE IV AS THE MAJOR SOURCE OF FEDERAL AID TO 
PROPRIETARY SCHOOLS 

Another m^jor question for Congress is what students title IV programs 
should serve. In recent years there has been a considerable shifl in the 
proportions of both the GSL and Pell grant funding devoted to proprietary 
school students, a trend that may continue considering demographics and the 
status of other Federal job-training aid. Given the nature of these programs 
are they the most appropriate way to aid students attending proprietary 
schools? 

Student Aid for Short-Term Non-Degree Job Training 

Should title IV programs be the major source of Federal aid for vocational 
education and job training? Nearly $5 billion in title IV aid annually supports 
vocational training for financially needy students at proprietary schools sdone, 
not counting other types of vocational schools. Most of this training is short- 
term and does not lead to a degree. The closest comparable Federal job 
training program under title II-A of JTPA, which funds training for 
economically disadvantaged adults and youth (over age 16), has an FY 1990 
appropriation of $1.7 billion. 

In future years, the demand for title IV aid by proprietary school 
students could increase as a result of the Federal JOBS program authorized 
by the Family Jupport Act of 1988, P.L. 100-485. This program, which all 
States must operate by October 1, 1990, requires certain low-income persons 
to receive schooling or job training as a condition for participation in Aid to 
Families with Dependent Children (AFDC). Proprietary schools may be among 
the providers of training under this program, and training costs could be 
supported by title IV student aid programs. 



ShAamm Lthman Hutton. WMther Funding fi»r Voeaticnal SehooUf Monogrmph. N«w 
York, 1989. p. 21. This analyni looks st Iomm incurrvd throu^ default on an avaragt loan 
of 92,600. It doaa not oonaidtr all potential Umm from titlt IV program* due to other factors 
associated with some echoed such as hi^ dropout rate*. It also presumes that at least half 
of all defaulters would be receiving public support through welfare programs. 
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Arguably, the increased use of title IV aid for job training in proprietaiy 
schools is appropriate because it reflects the type of student seeking 
postsecondary education today and the fUxibility of title IV in meeting student 
needs. This country's requirements for skilled workers with some 
postsecondaiy education over the next decade is well publicized, and Federal 
aid will undoubtedly be a key resource to meet this need." Short-term 
intense vocational training may be a good way to achieve requisite skills for 
some students, especially some nontraditional postsecondary students-the 
single mother, the displaced worker, for example-who do not have the time 
to complete a degree program. 

One author recently argued why student aid programs should net be used 
to fund job training programs. His basic point is that student aid programs 
had become an instrument of social rather than educational policy: title IV 
was effectively supplementing Federal social programs during tight budget 
times: 

Political conditions had forced this because the Reagan 
Administration had limited social welfare and income redistribution 
programs so that new funds were not available for child care and job 
training. But student aid programs survived the cuts because they 
we'^e popular with both Congress and the public. 

Higher education associations were sympathetic toward urban 
social problems and unwilling to oppose shifting funds to benefit 
inner city residents. Moreover, proprietary schools, which serve a 
disproportionate number of the urban poor, had become a powerful 
political force as their share of Pell Grants increased dramatically 

This author concluded that vocational education programs should be separated 
from student aid programs on grounds of sound educational rather than social 
policy: 

Education does not generate social change when it is directed 
toward job training designed to reduce social tensions and aid 
economic security. Such training is undeniably important, but it 
should be financed as a social program, not used to obscure the true 
benefits of a student assistance program.''^ 



"^^M, for «K«mpl«. Johnston, WUUaid B., and Arnold E. Packtr. Workforce 2000: Work 
and Worker* f6r the Twenty-firtt Century. Indianapolis, HudK>n Inidtuto, 1987. 117 p. 

^^lly. Robert N. Realigning Federal Student Aid Policy. Education DigMt. Oct. 1989. 

p. 61. 

'*IWd , p. 63. 
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Characterittict of the OSL program make it an attractive type of aid with 
a constrained Federal budget, which could lend eome credence to the argument 
that student aid funds may be replacing other social program funds. The GSL 
program leverages considerable private capital to accomplish its public 
purpose; the benefits are entitlements, virtually untouchable by the 
appropriations process; the beneficiary eventually repays a large portion of the 
benefit; and, whatever Federal costs are incurred are done so in budget 
outyears. The problem with using GSLs or a similar loan model for social 
goals is that loans and low income clientele are often a poor mix, and the 
ultimate program cost in defaults, as we now see under the GSL program, 
damages program credibility. 

Concerns about the redirection of student aid programs to support job 
training center on how it affects the availability of student aid to traditional 
degree-seeking students at colleges and universities. Pell grants are quasi- 
entitlements: all students meeting certain criteria throu^ eligibility and need 
analysis are guaranteed aid, but the amount of aid is conditional on the 
program's appropriations and the awards are acyusted up or down according 
to this funding. The minimum grant is $200. Because of Federal budget 
constraints and the number of students qualifying for the grants, 
appropriations for Pell grants have not accommodated significant increases in 
the maximum grant levels: since FY 1982, the maximum grant has risen only 
$500 from $1,800 to $2,300. These levels are considerably lower than the 
title IV authorized maximum grant for these years, which is up to $3,100 for 
the 1991-1992 academic years. 

Some argue that the doubling of the proprietary school student share of 
Pell grants in the 1980s has served to diffuse fUnds for students seeking 
degrees: that is, at a given appropriation level, grants to degree-seeking 
students would be considerably hij^er If there had not been the increases in 
proprietary school students receiving Pells.'^' Also, in the case that an 
appropriation is insufficient to satisfy Pell entitlements, the law authorizes 
'linear reductions" to be made in awards. Such reductions reduce some 
awards below the $200 minimum and disqualify some students from receiving 
any grant.''* Students at public schools, who hietve a lower average grant than 
proprietaxy school students and private college students could lose Pell grant 
eligibility more often under these circumstances. 



^^ith Um innriMM in propristuy ichool itudant rtdpMnts, th« toUl Dumb«r of degr**- 
■Mkinff studMtt rtotiving PtU grants rtmainw) rtUtivtly tubU bttwasn FY 1981 and FY 19S8. 
The numbar of ttudtnti attending ptMie in$timtum* offoring programs of at Uaat 4 yaara 
raomvinf Pall granta droppad tmn 640,896 to 616,280. 

^*For aumpla, FY 1990 Pall funding was raduoad by $66.5 million by a aaquaatar undar 
tha Gramm, Ru^nan. HoUinyi law. ED iatifflataa that thia will rsault in tha diminataon of 
awards to 14,000 ttudants (whom awards would drop balow $200) and about L8 million 
ttudanta would havs thair awards raduoad by an avaraga of $50. Saa, U.S. Dapartmant of 

Education. TV PUcal Ymw 1991 Budget. Summary and Background Infbrmation. 
Waahington. 1990. p. 40. 
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In its report on the Department of Education's FY 1990 appropriations 
legislation, the Senate Appropriations Committee implied that ^e effect of 
increased program use by proprietary school students may be to limit total 
title IV appropriations because of the cost of defaults: 

While the Committee is supportive of Federal assistance to all 
needy students pursuing postsecondaiy education, the Committee is 
also concerned with the apparent redirection of funds away from 
needy students seeking to obtain a baccalaureate degree. 

A high number of student loan defaults continue to plague the 
Federal loan programs, especially among students at proprietary 
institutions . . . The growing cost of defaults has alrea(^ served to 
limit the ability of Congress to provide an adequate level of Federal 
assistance to needy students, especially lower middle class and middle 
class studenti., seeking to obtain a college education.'" 

Protecting the Student Consumer 

Another significant issue in considering continuing proprietary school 
participation in title IV programs is whether the law and regulations are 
sufficient to protect students from exploitation by schools. This has become 
particularly critical because of the extent to which aid to proprietary school 
students is in loans. The student effectively pays for large proportions of his 
or her education with the Federal Government functioning as an enabler. If 
the student does not repay the loan, Federal policy provides specific sanctions 
against the borrower: a bad credit rating and a prohibition against further 
participation in title IV student aid programs. 

By approving institutional participation in title IV, the Federal 
Government is implicitly providing assurance to the student consumer that 
the institution has a program of some merit. Investigative reports and 
documented cases of title IV program fraud and abuse, as well as many school 
closings in the proprietary sector^* suggest that the existing structure to 
approve schools for program participation often fails to protect student 
consumers as well as Federal interests. The ED OIG has recently criticized 
ED's actions in institutional approval processes, suggesting that the regulatory 



U.S. CongTM*. S«iAto. CommittM on AppropmtioiM. Dapartmante of Labor, Haalth 
and Human Sarvioaa, and Education and Ralatad Aganciaa Ap^opriationa Bill, 1990. Raport 
to Afseompany H.R 2990. Senate Report No. 101-127, lOlat Cong., 1st 8tm. Waahington, OPO, 
1989. p. 275. 

'^*Aooording to ED'a OIG, betwaan Oct. 1985 and Juna 1988, 167 propriataiy aehoola 
cartiSad to partidpata in atudent aid programa doaad; in 53 erf* thaae eaaaa tha achool doaad 
bafort its studanto raoaivad all educational aarvioaa. Sea, U.S. Department of Education. 
Office of Inspector General. Financial Analym Certifleation Prooe$$ Not Adequate to Protect 
Studente and the Oovemmmt. Washington, Sept. 1989. p. 12. 
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problems may lie in implementation.^ The question remains how much of 
the ineflectiveness is in the regulatory structure itself. 

Under current law and regulation, the Federal Government has a 
relatively passive role in questions relating to the quality of institutions and 
programs, the key areas for concern. Federal responsibilities in this area are 
to approve accrediting commissions that are in turn responsible for approving 
institutional participants in title IV programs, and to certify Uiat an 
institution is fiscally and administratively capable of participating in title IV 
programs. Otherwise ED is responsible for enforcing the law for specific 
violations by institutions. 

The Federal Government relies on two other bodies to judge the relative 
merits of an educational program: State licensing boards and commissions, 
and accrediting commissions. Both of the latter are arguably in the best 
position to judge educational program quality, but Federal program interests 
are not their first priority. State licensing is subject to the variations of State 
law and enforcement policies. State licensing boards often are composed of 
individuals in the industry being judged, which raises questions about their 
objectivity. Accrediting commissions, composed of industry representatives, 
have a stake in the reputation of the schools they approve, but they are not 
responsible for policing their daily activities. Notwithstanding the Federal 
approval mechanisms, there are inconsistencies among accrediting agencies in 
the standards used to approve school programs.*** 

Although each of the participants in the tripartite regulatory structure- 
Federal Government, the State licensing boards, the accrediting commissions- 
has moved against problem schools, a cooperative effort to remove the 1>ad 
apples" from student aid program has not been organised. Some think that 
ED has a new priority for program reviews and monitoring under Secretary 
Cavazos and that the existing regulatory s::ructure may be more effective in 
the future. This potential undoubtedly would be enhanced if the proprietary 
industry itself were to take more aggressive self-policing actions to protect its 
future access to title IV aid. 

Another consideration is whether proprietary sch'>ols should be under 
more scrutiny than other kinds of schools when being considered for approval 
for participation in title IV programs. Some conclude that they should 
because an inherent conflict may exist between the profit motive of these 
schools and the provision of quality educational programs: the primary 
objective of a profitmaking enterprise is to make a profit for its owners, which 
sometimes may be at the expense of the quality of its educational program. 
On the other hand, some suggest that the profit motive sometimes may 



'•ibid. 
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actually serve to enhance educational quality, since it compels some schools 
to compete with others for enrollments. 

Title IV Program Integrity lasues 

The effect of proprietary school participation in title IV programs on 
program stability is another important issue. The House Appropriations 
Committee has called recent GSL default costs of nearly $2 billion annually 
a "critical problem which unduly burdens the Treasury and which undermines 
basic support for Federal student aid programs."*' Because of the relatively 
high rate of defaults by proprietaiy school students and the growth of their 
borrowing, some believe that proprietaiy school participation in title IV is 
jeopardizing the future of student aid programs. 

Proprietary school issues have had a m^jor effect on the development of 
recent title IV program policies, particularly as they relate to GSLs. M^jor 
administrative and legislative actions to control defaults-the June 1989 
default regulations, and the reconciliation legislation-largely respond to 
problems particularly associated with proprietary schools: high default rates; 
student drop-outs; tuition refunds; ability-to-benefit students; and consumer 
disclosure issues. While many policies adopted under these measures are 
generally beneficial to the program, others have been considered irrelevant 
to the circumstances at other types of postsecondary institutions," or 
undesirable. Some believe, for example, that the default rate "triggers" that 
impose potential sanctions against institutions are arbitrary and will cause 
some schools to drop students at higher risk of default from their 
enrollments-those very financially needy students who are the focus of aid 
programs. Also, the "brush" of the default rate triggers is broad and affects 
many public and nonprofit institutions, such as Historically Black Colleges, 
which some have argued is not desirable for social and political raasons. 

Proprietary school problems also may erode the willingness of GSL 
lenders to serve high risk populations. In 1989 Citibank, the largest lender 
in the GSL program, adopted a policy to refuse loans to students at schools 
with defaults rates of 25 percent or over.*' Also, in the spring of 1990 the 



U.S. CongreM. House. CommittM on Appropriationi. D«partm«ntt of Labor, Health 
and Human Services, and Education and Related Agenciee Appropriation Bill, 1990. Report to 
Accompany H.R. 2990. House Report No. 101-172, lOlat Cong., let Seee. Waahington, U.S. 

GPO, 1989. p. 162-163. 
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Community CoUeget: Time to Oet Out of 0SL7 C!omm\mity, Technical and Junior College 
Timee, Nov. 21, 1989. p. 4. 



*^utka, Oaiy. Citibank Sets Tighter Credit on Student Aid. Wall Street Journal, Mar. 
15, 1989. p. B12. 
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College Board and American College Testing Service, two m^or student aid 
application processors, announced new programs to deliver GSLs to their 
client institutions, which are primarily colleges and universities. Because 
these new programs, involving a large volume in new loans, would effectively 
exclude proprietary school participation, some fear that the new programs will 
"cream" most of the lower risk loans, and disrupt the balance of hi^ and low 
risk loans in the portfolios of other lenders needed to keep the GSL program 
workable." 

Guaranty agencies, which are the direct insurers of GSLs, have also been 
affected by the number of defaults among proprietary school student 
borrowers. The Hij^et Education Assistance Foundation (HEAF), the largest 
guarantor, recently announced that it faces financial collapse in part because 
of its policy to insure a large number of proprietary school loans. Before it 
changed this policy in 1988, nearly 60 percent of the loan volume HEAF 
insured was to proprietary school students.*' Also, the law requires guaranty 
agencies to act as lenders of last resort" for Stafford (subsidized) loans. Since 
some banks have shown reluctance to lend to proprietary school students, this 
requirement has created a concern for these agencies. They argue that they 
are not equipped to act as lenders, especially not if they inherit a 
disproportionate share of high risk paper. They argue that the "lender of last 
resort" provision was intended to assure that there would be no geographical 
barriers to loan access for a few students, not institutional barriers for large 
numbers of students.** 

Ir summary, the delicate balance between private interests and public 
polic^ under the GSL program has been disturbed by the increasing concerns 
about defaults by proprietary school students. The question is whether this 
relationship would be disturbed even further by some new poli^ curtailing or 
discontinuing proprietary school borrowing, which has become such a large 
volume of the student loan business. One student loan expert, for example, 
has warned that any m^jor "downsizing" of the loan program could have 
significant consequences for guaranty agencies because their income, which is 
a function of the loan volume they insure, would be reduced while their 



"See, for euunple, Program Could 'Cream' Off Student Loans, Ouarantor§ Say. 
Education Duly, May 2, 1990. p. 6. Oroupt Agrte to Limit Controvertial Loan Program. 
Education Daily, May 11, 1990. p. 1 and 3. 

**Se«, U.S. Congreaa. Senate. Committee on Labor and Human Reaouroea. 
Subcommittee on Education, Arte and Humanitiaa. Testimony of Richard C. Hawk, Chainnan, 
Higher Education Aitistanoe Foundation. Waahington, Aug. 3. 1990. 

**The legialative hiatory of the proviaion ia not inatructive on this iaaue. 
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ezpensea in default claims on previously guaranteed paper would continue to 
be high.*' 

The Belmont Task Force** and others have contended that the default 
situation is generally a consequence of the structure of student aid programs. 
The Task Force concluded that a substantial reduction in the GSL default 
rate and costs will occur only if high risk populations~Iow income borrowers 
in their first year of postsecondaxy education, for example-are denied access 
to the loan program. This lii^ risk' group would undoubtedly include many 
proprietary school students. The Task Force recommended that title IV grant 
programs be expanded to accommodate the aid needs of such students so that 
their access to postsecondary education would not be affected. 

Legislation has been introduced in the 101st Congress to provide grants 
only for students in their first years of postsecondaty education with loans 
being available after that time.** While such an approach might be an 
effective resolution to the proprietary school student default issue and the 
consequences of debt for such students, it could increase the cost of student 
aid programs significantly. Further if program exploitation by short-term 
proprietary schools is contributing to loan losses, Federal program losses 
resulting from such abuses would be magnified significantly if aid to their 
students were primarily in grants rather than loans. 

Student Aid As a Federal Funding Mechanism 

Assuming that job training is an important postsecondary educational 
goal, and proprietary school programs are critical resources in achieving this 
goal, does title IV student aid, as it is currently awarded, provide the best 
mechanism to deliver Federal aid to support such education? Arguments on 
both sides of this question center on the fact that most title IV aid is 
available in loans, but there are added considerations. 

Student loans may well be the best way to provide relatively broad 
Federal support for job training through proprietary schools. As previously 
mentioned, the program is in place, it is an entitlement in a Federal climate 
of no "new" entitlements, and it leverages considerable funding from private 
sources. Further, the student loan 'industry-lenders, servicers, guaranty 
agencies-now has a considerable fiscal interest in continuing proprietary 
school lending, which is nearly a third of total loan volume annually. 



'^Sm, U.S. CongTMi. Senate. CommittM a. Labor and Hunan RaaouroM. 
Suboommittaa on Education, Arte, and Humanitiaa. Taatimony of Jaan S. Frohliehar, Exacutivc 
Director, National Council of Hi^r Education Loan Programa, Inc. Washington, Aug. 3. 1990. 

**The Belmont Task Force oonvenad in 1988 at the requeat of the Chainnan of the Houae 
Subcommittee on Foataeoondary Education to tmtm the OSL default problem. 

*^.R. 2020, introduced by RepresenUtive WiUiam Ford on ^r. 17, 1989. 
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On the other hand, it could be argued that short-term job training for 
low-income individuals should not be largely financed throu£^ loans. Low 
borrower income and borrowing for short-term educational programs are 
correlates of loan default. Further, since GSLs are entitlements, any eligible 
student may receive one, even if there is reason to doubt that the loan would 
be repaid. 

Some believe that student-based aid is the ideal mechanism to deliver 
postsecondaiy educational assistance. It affordfl a needy student considerable 
flexibility to choose a postsecondaiy education program that is best for his or 
her situation, regardless of whether the school is a proflt making enterprise 
or not. Title IV aid not only supports the cost of the program but also the 
cost of living for the student while in school. It enables the student to find 
an educational program regardless of where he or she lives in the U.S. 

On the other hand, it could be argued that student aid may be the least 
desirable type of assistance for proprietary school students if a significant 
number of schools are profiteering through deceptive recruitment practices. 
Low income and lower achieving students who are clients of proprietary 
schools are, arguably, among the more unsophis^Acqted citizen populations. 
Under the current aid structure, such students iniluence the expenditure of 
huge amounts of Federal aid. Alternative aid models-blcck grants for State 
and local governments to support such training or direct grants or contracts 
with institutions, for example-could provide more direct governmental control 
over institutional practices and program outcomes. If student aid remains the 
vehicle, an option might be to withhold a certain amount of aid until the 
student completes the course of study. This might provide an incentive for 
the school to improve program outcomes. 

Given the condition of the Federal budget deficit, it appears unlikely that 
funds currently available to proprietary schools throu^ title IV would become 
available under any new program, regardless of the merits of some alternative 
funding mechanism. This consideration undoubtedly will influence future 
program policy. 
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CHAPTER 5 
CONCLUDING OBSERVATIONS 

Congress has at least two basic choices concerning proprietary school 
issues and student aid programs: to continue the current basic program 
structure and institutional eligibility criteria, while strengthening its laws and 
enforcement to control defaults and program abuses; or to make a 
fundamental change in the eligibility of proprietary schools or of all schools 
offering short-term nondegree vocational programs. Each alternative has 
implications for students and the future of student aid policy. 

With no m^jor changes in law or regulation affecting program eligibility 
or program benefits, the trend in the high use of student flnancial aid by 
proprietary school students probably will continue, especially in light of the 
imminent implementation of the JOBs program. Access to some student aid 
by all eligible financially needy postsecondary students would be broadest, 
because the GSL program is an entitlement and Pell grants are quasi- 
entitlements. The amount of individual Pell grants for college and university 
students, however, could be problematic because of the potential for increased 
numbers of vocational students eligible for such grants, and budget 
restrictions. 

This "status quo" alternative implies continued high luan default costs, 
presuming that GSLs continue to be the primary source of aid and that 
proprietary school students continue to have higher default rates than other 
students. Recent or additional antidefault legislative and regulatory action 
could reduce default rates. If, however, socioeconomic characteristics of the 
students served are the fundamental cause for hi^ default rates, it appears 
that the impact of such antidefault measures mig^t not be great. Improved 
enforcement efforts by all parties involved under the existing regulatory 
structure-accrediting bodies, States, and ED~could reduce instances of fraud 
and abuse somewhat. Such efforts might be guided by OIG recommendations. 

Restructuring title IV programs to reemphasize grant aid for students in 
short-term programs, including most proprietary school programs, could have 
a considerable impact on reducing both default costs, because of concomitant 
reduction in loan volume, and the default rate. Such a policy change could 
have significant benefits for proprietary school students, both by reducing 
their indebtedness and, for some, removing the consequences of default. Such 
a change could, however, have significant implications for the student aid 
budget, especially if a large portion of the current level of GSL aid for short- 
term proprietary school students were replaced by equal amounts of grant aid. 
Further, if fraud and abuse is a fundamental problem with continued 
participation of proprietaiy schools in title IV, a grant-centered aid program 
would ostensibly incur greater losses for the Government than a loan-centered 
program, where the borrower shares the loss. 
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What are the alternatives to funding proprietaiy school education 
through title IV? Existing Federal aid sources under JTPA and the Perkins 
Act programs do not approach the current level of Federal assistance provided 
under title IV. Proprietary school participation in the Perkins Act is limited 
by statute, as it may be in practice under JTPA. A new Federal aid program 
specifically designed to support proprietary school or other students in short- 
term job training programs could be developed as an adjunct to title IV or the 
Perkins Act and administered by ED, or as part of job training assistance 
provided throu^ the Department of Labor. Given the Federal budget climate, 
however, it appears hi^ly unlikely that existing or new programs would 
provide the $5 billion in aid currently available to proprietary school students 
through student aid. This is especially true if an alternative program does 
not involve some other source of public or private financing, such as the GSL 
program does. 
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APPENDIX A 
HISTORY OF PROPRIETARY SCHOOL 
INVOLVEMENT IN TITLE IV PROGRAMS 

Over the history of title IV of the HEA« Congress has expanded the 
eligibility of proprietary school participation in student aid programs despite 
recurring issues concerning the quality of the schools' programs, student 
outcomes, and consumer abuses by some schools. After analyses of the early 
experiences under the predecessor GI Bill identified particular problems wi' i 
proprietary schools. Congress was initially reluctant to include such schools 
as full participants in the HEA's broad scale student aid programs. By 1972, 
however, proprietary schools had become equal partners with other 
postsecondary institutions as participants in title IV programs and, in general, 
they remain so. 

The GI Bill as Backdrop*^ 

The GI Bill of Rights"' provided a range of reac^ustment benefits 
including postsecondary student aid, for some 16 million servicemen returning 
from World War n. Under the original GI Bill's education program, the 
standards for approving the course for which a veteran could receive 
assistance were relatively liberal: the postsecondary institution providing the 
course had to be "approved" by the State in which it was located, regardless 
of whether the institution was licensed by the State or accredited. In 
addition, the school was not required to grant degrees, thereby opening 
eligibility to a number of vocational schools, including proprieta^ schools. 
During the debate on the GI Bill, sponsors noted that the majority of 
Americans received postsecondary education in schools not 7*anting degrees, 
and they indicated concern that the program not be dominated by the college 
and university sector."^ 



"^'Th* main KmroM of this Mction «re: U.S. Libraiy of Congrw. Con g rMtional RMWurch 
Servio*. VetrraiM' Bdueation AMWtanee Progrwru. CBS Bapmrt for CongTMi No. 66-32 EPW, 
by BArbara McClura. Wuhington, 1986. 37 p.; U.S. CongrMS. Houm. ConunittM on 
Vctarana' AITain. 01 Courae Approval*: A B^rt Pr^ared by the National Aeademy of PubUe 
Adminittratien Foundaticn for the Veterans' Adminietradon (Pursuant to Public Law 96'202). 
CommittM Print No. 46. 96th Ceng., lit Sam., Oct. 18. 1979. Washington, QPO, 1979. 579 
P 

*'S«rvioam«n'a Raa^juatmant Act of 1944, P.L. 79-346, Juna 22, 1944. 

"^ae, 01 Cour$e ApprovaU: A Rqnrt Prtpared by the National Academy of Public 
Adminiitration Foundation, p. 5. 
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Apparently the volume of veterans that received benefits under the GI 
Bill far exceeded expectations, and the vast migority chose vocational 
education, largely through proprietary schools. Because existing vocational 
schools could not h&r " ) the demand for courses, there was a significant 
increase in the number of new private trade schools over a short period of 
time. Of the 8,800 schools that were eventually approved under the original 
GI Bill through 1950, 5,600 were established after the law was passed.'' 

By the early 1950s, several studies had identified concerns over the 
profusion of proprietary schools, their course offerings, and the quality of 
education and training they provided. The reports criticized the "fly-by-ni^t" 
nature of the schools, which offered courses in every possible field to take 
advantage of the ready availability of Federal funds."* Examples of abuses by 
the schools were falsifying of cost and attendance information, overcharging 
for materials, billing for students not enrolled, overcrowding programs, 
providing courses in fields with few employment prospects, and lengthening 
curriculum to keep veterans enrolled."^ 

Reported program abuses by proprietary schools by 1950 had led to GI 
Bill amendments, primarily under P.L. 81-610 (July 13, 1950), specifically to 
set new controls on student participation in vocational courses. They included 
a ban on benefits for avocational or recreational courses; authority for the 
Veterans' Administration (VA) to disapprove benefits to schools in existence 
less than 1 year; stricter criteria for approval of for-profit schools with fewer 
than 25 students or one-fourth of enrollees paying their own tuition; a 
prohibition against new course approval if the demand for the occupation for 
which the training was being provided was limited and existing training was 
adequate; and, minimum attendance requirements for those students pursuing 
trade or technical courses below the college level. 

The Korean Conflict GI Bill and subsequent veterans' educational 
assistance programs retained many of the limitations on benefits for nondegree 
programs that resulted from the original GI Bill experiences. Therefore, as 
might be expected, when Congress considered national student aid programs 
in the mid-1960s it looked to the GI Bill for guidance in this area. 



•^Starr, Paul. The Discarded Army: Veteran* After Vietnam. New York, Charterhouse, 
1973. p. 236. 

** According to the McClure report (p. CRS-9) theee etudiee included a Feb. 1950 joint 
report by the Veterans' Administration (VA) and the Bureau of the Budget, two reports issued 
in Jan. 1951 and FA. 1952 fay a House Select Committee to Investigate the Educatioa and 
Training Program under the GI Bill (the Teague Committee, named for its chair m a n, Olin 
Teague of Texas), and a survey by the General Accounting Office (GAO) of the education and 
training operations of the VA in seven States. 

•*See, GJ Courae Approvals: A Report Prepared by the National Academy of Public 
Administration Foundation, p. 11-14. 
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Proprietary School EUgibUity for Student Aid Since 1966 

The first general student sid program for proprietary school students was 
authorized by the National Vocational Student Loan Insurance Act of 1965. 
In 1968 this program was merged with the GSL program, which had been 
established for college students in 1965 under title IV, Part B of the H£A. By 
1972, proprietary students had become eligible for all HEA title IV student aid 
programs existing today, including GSLs, SEOGs, CWS, NDSLs (now called 
Perkins Loans), and Basic Educational Opportunity Grants (BECXjs, later 
renamed Pell grants). 

National Vocational Student Loan Inaurance Act of 1966 

The National Vocational Student Loan Insurance Act of 1965,^ P.L. 89- 
287, established a program of Federal loan guarantees and direct loans for 
students to attend postsecondary business, trade, technical, and other 
vocational schools. The benefits provided by this law were substantially 
similar to those available only to college and university students under the 
original GSL program established under the HEA of 1966.*^ 

The Johnson Administration had included federally insured loans for 
postsecondary students, including those attending proprietary and other 
vocational schools, as part of the HEA legislation it originally proposed. Early 
in its consideration of the Administration's proposal, the House Education and 
Labor Committee chose to consider loans for students attending vocational 
schools under separate legislation rather than having them included under the 
HEIA, and the Senate Committee on Labor and Public Welfare later came to 
the same conclusion. The legislative history provides no specific information 
on why the committees made this choice, but the hearing record indicates 
concerns about the experiences with the vocational sector under the GI Bill.^ 

In justifying loans for vocational students, the Education and Labor 
Committee report^ noted that the me^oT Federal education legislation that 
had been enacted by that time had been devoted to the elementary/secondary 
and college levels to the neglect of the vocational postsecondary school, or 



•®P.L. 89-287, Oct. 22, 1966. 
•^P.L. 89-329, Nov. 8, 1965. 

**Sm, for «sampl«, U.S. CongraM. Houm. CommittM on Education and Labor. Salact 
SuboommittM on Education. Satitmal Vocational Student Lean Inmranet Act of 1965. 
Haahnp on H.R. 6468, 89th Cong., Ijt S«ai., Apr. 6. 6. and 7, 1966. Waahington. OPO, 1966. 
p. 20. 

"^U.S. Congr«M. Houae. Committaa on Education and Labor. NoHmoI Vocational 
Student Loan Intunmce Act of 1965. Report to Aooompany H.R. 7743. Houae Report No. 308, 
89th Cong., Itft Sm0. Waahington, GPO, 1966. p. 2. 
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business, vocational or trade school students.'^ The Committee pointed out 
that less than half of the Nation's youth went on to college, but aid for 
postsecondaiy education was generally confined only to this group. Because 
the Nation needed more than college-trained individuals in the work force, the 
committee argued, vocational education played an important role. The 
Committee also said. 

No one would dare dispute the utility and benefits-academic, social, 
and otherwise-which accrue to a college graduate. It is, however, 
unrealistic and folly to say that everyone should have a college 
education. There are many in our society, aside from those who 
cannot afford a college education, who simply do not want to go to 
college. . . . 

There are also large numbers of actual and potential students 
who have left elementaiy or secondary school, but who now realize 
the importance of advancing or establishing skills throufi^ attendance 
at a vocational school. . . . They are in no way inferior or less 
intelUg<int or ambitious then the 4-year college student. They are 
aspirants and participants in higher education, but they have yet to 
receive serious attention from even the most 'higher education 
conscious' members in legislative quarters.'^' 

The Committee also said that providing assistance to vocational students 
through loan guarantees vfi\s sound economics because a large number of 
students could be trained and educated for a minimum Federal expenditure.**'^ 

Bill sponsors pointed to two provisions of the legislation intended to 
prevent the abuses under the GI Bill from recurring: a requirement that a 
school be in existence for at least 2 years for program eligibility; and a 
requirement that the school be accredited by a nationally recognized 
accrediting body, a State agency recognized by the U.S. Commissioner of 
Education, or an advisory committee appointed by the Commissioner composed 
of persons qualified to evaluate schools providing a certain category of 
training. 

The vocational student loan program passed the House unanimously,*'" 
and was sent to the Senate. The Senate Labor and Public Welfare 



'*'*'Th« Johnson Administrmtion, which lupportod th« oommitt** bill, argiMd th«t while the 
Vocational Education Act had been enacted in 1963 to aMiat Stete educational affmdee in 
building area vocational achoola, all etudente would not have aooaaa to auch achoola and that 
the loan program would be a vital supplement to thii Federal program. 

'^'Houae Report No. 308, p. 2. 

'<»Ibid., p. 7. 

^^Congre$0ional Record, v. Ill, June 21, 1966. p. 14123. 
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Committee, to which the bill was referred, decided to adopt the House position 
that the vocational and college loan programs should be separate, but 
determined that the terms and conditions of the vocational loan program 
reflect as closely as possible those being established for the college loan 
program under the HEIA. The Senate Committee amended the House versions 
of the legislation to reflect this policy. 

P.L. 89-287 was authorized through FY 1968 and was administered by 
the Office of Education's Bureau of Higher Education at the U.S. Department 
of Health, Education, and Welfare."^ 

The Higher Education Amendmenia of 1968 

The Higher Education Amendments of 1968,*°* P.L. 90-576, merged the 
National Vocational Student Loan program witli the GSL program established 
under Part B of the HEA. This law also established the eligibility of 
proprietary schools to participate in the NDSL program and the CWS program 
under certain circumstances. 

The merger of the vocational loan and GSL programs, which originated 
in the House, was justified on grounds of efficiency. The House Committee 
report noted that the two parallel programs had resulted in duplicate efforts 
for all the parties involved in the programs, and that the merger would give 
vocational students readier access to loans.''*' 

The House legislation also contained provisions extending the NDSL and 
CWS programs to proprietary school students. The Committee said that the 
esiisting exclusion of proprietary students from the NDSL and CWS programs 
was "discriminatory" and "in direct conflict with the objectives of the two 
programs as frequently applicants to [proprietary] schools desperately need 



''^By FY 1968, ED aMimAtod that 262,500 Mudcntf wnt rMaiving loans undn- th« 
program, and about 4,000 achools were aocreditMl for program participation. In contrast, about 
750,000 loans were azpected to be supported under the original Part B GSL program for college 
students. The vocational student loan program was budgeted under OE's Divisi<m of Vocational 
and Technical Education, althouf^ the program was administered by the Bureau of Hif^er 
Education. See. U.S. Congress. House. Committee on Appropriations. Departments of Labor, 
Health, Education, and Welfare Appropriations for 1968. Hearingi^ 90th Cong., 1st Seas., Part 
3. Washington, GPO. 1968. p. 308, 407 and 420. 

'*^.L. 90-576, Oct. 16, 1968. 

'^.S. CongreM. House. Committee on Eduction and labor. The Higher Education 
Amendment* of 1968. Report to Accompany H.R 15067. House Report No. 1649. 90th Cong., 
2d SeM.. July 8. 1968. Washington. GPO. 1968. p. 23. Aooording to the Committee, as of mid- 
1968. 14,400 lenders made loans for "high education purposes' and 9.579 for "Vocational 
education purpoeee.' A m^jor issue for both programs was bow to encourage lenders to 
participate in the programs and make loans available to students. 
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student assistance.'"*^ The Committee noted that the new eligibility standards 
for proprietary school participation were restrictive and represented a cautious 
approach to extending eligibility for the CWS and NDSL programs. Schools 
had to have been in existence at least 6 years to participate in these programs 
rather than 2 years for the GSL program, had to be accredited by a nationally 
recognized accrediting agency, and had to admit only high school graduates 
rather than also allowing non-high school graduates as under the GSL 
program. For purposes of establishing eligibility for proprietary 
participation in the NDSL program, program appropriations had to exceed 
$190 million. Under the CWS program, propriets^ students were precluded 
from being employed by the for-profit schools. 

The Senate version of the HEA amendments retained the National 
Vocational Student Loan program with a simple extension through FY 1972. 
It did extend eligibility for the CWS and NDSL programs to some proprietary 
schools, but under different conditions from those in the House bill. For 
example, a proprietary school's eligibility for the NDSL program would have 
been based on conditions established by the Commissioner of Education to 
insure that there would be no increase in tuition or other fees charged 
students because of program participation. 

Conferees meeting to resolve the differences between the House and 
Senate versions of the legislation generally adopted the House provisions, 
except that they reduced the 5-year requirement for CWS and NDSL 
participation to 2 years, and retained the Senate's requirement that the 
Commissioner of Education establish conditions to insure against tuition and 
fee increases resulting from the availability of NDSLs for students in 
proprietary schools. 

P.L.90-595, therefore, enabled proprietary school students to participate 
in the GSL, CWS, and NDSL programs, but the eligibility standards were 
more restrictive for participation in the latter two programs. For GSLs, a 
school could admit non-high school graduates, had no restriction on course 
duration/"* had to be in existence for 2 years, and had to be accredited either 



'"^HouM Raport No. 1649. p. 28. 

"'^For OSLi, th« definition of tligible institution included one admitting u regular 
student! . .pereoni who completed or left elementazy or iaoonH"ry aehool and who have the 
ability to benefit from the training offered fay such institution." 

new GSL program adopted the eligibility itandarda for vocational programa uaed 
under the National Vocational Student Loan Act. Regulationa iaaued pursuant to that 
legialation defined an eligible program aa one providing at laaat 900 dock hours of daantwrn 
or ita equivalent or in the caae of a correapondence program one requiring at least 6 months 
to complete. See« Federal RegUur, v. 31, Nov. 26, 1966. p. 14942, 
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by a nationally recognized accrediting body or by alternative accrediting 
organizations if no such body exifted to accredit the scboors program."'' 

For the CWS and NDSL programs,"' the school had to offer at least a 
6 month training program, had to be accredited hy a nationally recognized 
accrediting organization without the exceptions provided under the GSL 
program, and could only admit hi^ school graduates.'" Also, for the NDSL 
program only. Federal capital contributions to proprietary schools were to be 
available only to the extent that program appropriations exceeded $190 
million"^ and under conditions to insure the availability of such aid would 
not result in an increase of tuition and fees. Under the CWS program, 
proprietary students could not be employed by their schools. 

Education AmendmentM of 1972 

P.L. 92-318, the Education Amendments of 1972,"^ included m^or 
amendments to title IV of the HEA, which established the complete range of 
student aid programs available today (if the SLS/PLUS programs are 
considered components of the GSL program rather than separate aid). Also, 
this law enabled proprietary schools to participate in all of the title IV grant, 
loan, and work study programs but with different standards for participation 
in the GSL program. 

To establish eligibility for proprietary school participation in all of the 
title IV programs other than Part B (GSLs), FX. 92-318 amended the title IV 
provision defining "institution of higher education," which had established the 
basic eligibility of proprietary schools for the CWS and NDSL programs. 
While the standards for eligibility were unchanged, the new definition included 
a provision (similar to the previous condition under the NDSL program) 
requiring proprietary schools to have an agreement with the U.S. 
Commissioner of Education to insure that the aid available to students under 
title IV had not resulted nor would it result in an increase in tuition, fees, or 
other charges to students. This condition was later repealed by the Education 
Amendments of 1980, P.L. 96-374. 



"°The applicable definition if that for a 'vocational achool' found than and today in 
section 435 of the HEA. 

'""Proprietazy school" was defined in section 461(b) of the HEA for the purpoeee of 
•atabliahing eligibility for the CWS and NDSL programs at that time. Today the applicable 
section is 481(b). 

section 151 of P L. 90-575. 

"^NDSL appropriations were $193.4 million for FY 1969, 1195.6 million for FY 1970, and 
$243.0 million for FY 1971. 

"*P.L. 92-318, June 23, 1972. 
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Both the HouM and Senate committees reportad amendmenta had 
extended eligibility for proprietary achool participation in the educational 
opportunity grant program, the only itudent aid program for which 
propiietaiy atudenta had remained ineligible. The Senate veraion of the 
amendments also included provisions for a migor new grant program, Basic 
Educational Opportunity Grants (BECXSs, later to become Pell granto), for 
which proprietary students would also be eligible. The Senate Committee 
report stated that full participation of proprietary schools in all student aid 
programs was . . in line with the policy of the Committee in favor of 
creating benefits for students based on their individual needs, without reganl 
to the type of institutions at which a particular student is in attendance.** 

The Senate Labor and Public Welfare had included the condition to 
control increases in student charges mentioned above. The Committee did not 
comment on the justification for the provision, but presumably it was an 
extension of the similar provision for the NDSL program to preclude price 
increases due to increased availability of student aid. 

P.L. 92-318 provided the first authority for the U.S. Commissioner of 
Education to limit, suspend or terminate (LS&T) an institution from 
participation in the GSL program, and otherwise to require schools to submit 
certain information to ED on their fiscal condition. With regard to the 
authority, the House Education and Labor Committee said, 

There have been isolated unfortunate experiences with some 
proprietary schools that have failed, leaving students owing loans to 
banks under the guaranteed loan program. ... It is expected that, 
with tighter supervision, it will be possible to minimize the 
possibility of student losses.'*' 

The LS&T authority was later extended to apply to any and all title IV 
programs by the Education Amendments of 1980, P.L. 96-374. This law also 
eliminated the provision relating to increases in student charges. 

In reporting the amendments extending the range of programs for which 
proprietary schools could receive aid, the Senate Labor and Public Welfare 
Committee noted concern over the Office of Education's activities regarding 
accreditation of proprietary schools: 



>"^S Congn«. Senate. Committee on Labor and P\ibUc Welfare. Education 
Ammdmmu of 1971. Report on S. 669, Aug. 1, 1971. Senate Report No. 92^. 92A Cong, 
lat See*. Waahington, GPO, 1972. p. 61. 

***U S CongreM. Houee. Committee on Education and Labor. Higher Education Act 
of 1971. Report to Accompany H.R. 724«. Oct. 8, 1971. Houae Report No. 92^, 92d Cong. 
Ut Sev. Washington, GPO, 1971. p. 23. 
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It Mems evident that the Oflice of Education has been remiss in its 
accrediting procedures. The Committee is concerned with the 
prospect that students attracted by sophisticated advertising and 
unfillable promises may enroll in schools which do not ofTer the 
quality of education which the schools claim is available. This is the 
case particularly with regard to certain technical occupations, where 
the curricula may be many years out of date, and the students are 
offered courses of study for which jobs are unavailable."'' 

ProvUioju Affecting Proprietary Student Participation in Title TV Aid 
Programs After 1972 

After 1972, amendments to title IV in two general areas generally 
broadened the eligibility of proprietaxy school students to participate in title 
IV programs. Non-high school graduates, or "ability to benefit students" 
(AlB), became eligible for all aid programs after 1978. The proprietary sector 
enrolls a larger proportion of ATB students than other postsecondary 
educational institutions. In 1987, proprietary school students became eligible 
for Supplemental Loans for Students (SLS), an additional guaranteed loan 
program under Part B, which succeeded a similar program in which 
proprietary schoo)! student participation was limited. 

Also, after 1986, students attending proprietary schools were authorized 
to have employment under the CWS program at their institutions with certain 
limitations. 

Ability to Benefit. As defined for the GSL program in 1968, a 
vocational school (included proprietary schools), 

. . .admits as regular students only persons who have completed or 
left elementary or secondary school and who have the ability to 
benefit from the training offered by the institution. . . . 

This was the original and most liberal provision for non-high school graduates 
to participate in title IV programs, and has continued in force for the GSL 
program since that time. 

The Education Amendments of 1976*'*, amended the definition of 
"institution of higher education" which applied to ^he entire Higher Education 
Act to include public or nonprofit private institutions that 



"^Senate Report No. 92-346, p. 61. 
"•P.L. 94-482. Oct. 12, 1976. 
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. . .admit as regular students persons who are beyond the age of 
compulsory school attendance in the State in which the institution 
is located and who have the ability to benefit from the training 
offered by the institution. (Italics supplied) 

The House committee report on the legislation justified this amendment, 
which notably did not include proprietary schools, on grounds that it would 
open HEIA program participation to public institutions in States that had open 
admissions policies as part of the "important evolution towards serving the 
nontraditional student."'" The legislative histoiy provides no indication of 
why proprietary schools were excluded from the purview of the 1976 ATB 
amendment. 

The Middle Income Student Assistance Act, P.L. 95-566, subsequently 
added an ability to benefit provision to section 481(b) of title IV defining 
proprietary schools for purposes of the non-GSL student aid programs. 
Congressional sponsors of the amendment argued that the omission of 
proprietary schools from the 1976 ability to benefit amendment was an 
"oversight" and that there was no intention for separate treatment of these 
schools.*^' 

The Education Amendment of 1980'^ made the "ability to benefit" 
language in section 481(b) enacted for proprietary schools in 1978 effective 
letroactively to July 1, 1972. The legislative history does not provide a 
particular justification for this provision. It does, however, indicate concern 
in Congress that regulations issued pursuant to the ATB provision were 
excessively onerous because of testing and documentation requirements, and 
that they might discourage the participation of nontraditional students in 
postsecondary programs. 

In 1986, when it again reauthorized HEA programs, Congress did an 
"about face" regarding controls on the admission of non-high school graduates 
under the ATB provision by providing a statutory interpretation of the term 
in section 484(d) of the HEA. The Higher Education Amendments of 1986*^ 
required students to be admitted on the basis of "ability to benefit" and 



"^S CongreM. House. ConunittM on Education and Labor. Higher Education 
Amendments of 1976. Report to Accompany H.R. 12851, May 4, 1976. Houae Raport No. 94- 
1086, 94th Cong., 2d S«m. Waahington, GPO, 1976. p. 22. 

'"P.L. 96-566, Nov. 1, 1978. 

*^'U.S. Congr«aa. Houae. Committaa on Education and Labor. Middle Income Student 
Auietemee Act. Report to Accompany H.R. 11274, Mar. 14, 1978. Houae Report No. 95-961, 
96th Cong., 2d Seas Waahington, OPO, 1978. p. 17-18. 

»^.L. 96-374, Oct. 3, 1980. 

'^.L. 99-498. Oct. 17, 1986. 
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remain eligible for title IV assistance to ^-iceive a General Education 
Development (G£D) certificate before completing the course of study or Ivy the 
end of the first year, whichever is earlier; be counseled before admission and 
be enrolled in and complete a remedial program of up to a year; or be given 
a test developed by the industiy, meeting the criteria of the appropriate 
accrediting boidies, measuring the student's aptitude to successfully complete 
the program for which the student is applying. If unable to pass such a test, 
the student had to be enrolled in a remedial program. 

This ATB provision was originally included in the House committee- 
reported version of the 1986 amendments, and was added in an amendment 
to the Senate bill during floor consideration. The legislative history provided 
no justification for the provision, but it was undoubtedly influenced by a 1984 
GAO report on proprietary school participation in the Pell Grant program.*^ 
This report found proprietary schools lax in developing and administering 
tests to determine a student's ability to benefit, which contributed to a 61 
percent dropout rate among such students in schools GAO studied, and a 
waste of the Federal Pell grant dollar. GAO concluded that better criteria 
were needed to determine a student's ability to benefit, and recommended that 
the Secretary of Education explore the feasibility of developing such criteria. 
Lacking suitable criteria, GAO urged legislation to limit admission at schools 
to high school graduates or students with GED (high school equivalency) 
certificates.'" 

The conference report on the 1986 amendments provided guidance on 
how the ATB provision should be implemented. It noted that the nationally 
recognized test that would be used must meet the criteria of the appropriate 
accrediting bodies, but not be subject to their prior approval. It fiirther 
commented that the remedial coursework only need provide the student with 
the basic skills necessary for the particular education or training program 
chosen by the student and that the institution was not obligated to provide 
a separate remedial education program if the institution's curriculum already 
would provide the student with the necessary basic skills. 

Supplemental Loana for Studenta. P.L. 99-498, the Higher Education 
Amendments of 1986, amended Part B of le HEA to establish the 
Supplemental Loans for Students (SLS) program to provide non-need-tested 
and generally unsubsidized guaranteed loans for independent undergraduate 
students. Proprietary schools are eligible to participate in this program under 
the institutional eligibility criteria provided for the GSL programs generally 
in section 435 of the HEA. 



'"General Accounting Office, Many Proprietary Schools Do Not Comply, 
'^id., p. 63. 
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Before the enactnient of P.L. 99-498, a iimilar aupplemental loan program 
existed called "Auxiliary Loans to Aaaist Students," or ALAS loans, which had 
been established under the Omnibus Reconciliation Act of 1981, P.L. 97-35. 
Clearly this program was aimed at extending a supplemental source of loans 
to graduate students; supplemental loans for parents of dependent 
undergraduates only had been established under the Education Amendments 
of 1980, P.L. 96-374.'" While undergraduate independent students, including 
students at proprietary schools, technically were eligible for ALAS loans, their 
use of the program was limited by a provision of the law that restricted 
program borrowing by independent undergraduate students to $2,500 minus 
any amount the student received in regular GSL borrowing. The regular GSL 
annual maximum was $2,500 at that time. Since many financially needy 
students qualified for the maximum GSL (there was no need test for students 
with incomes less than $30,000) and the interest was subsidized, the typical 
needy independent undergraduate, therefore, was unlikely to borrow under 
the ALAS program if he or she was eligible for the regular GSL program. 

When the SLS program was established by P.L. 99-498 the restriction on 
independent undergraduate borrowing was removed, and all eligible 
independent students, including proprietary school students, could borrow up 
to $4,000. 

Because of concern over the marked increase in borrowing during the 
first year of the SLS program,'^ Congress enacted P.L. 100-369 in July 1988 
to moderately curb the free access to SLS loans by independent students. 
According to data reported by GAO, the bulk of the increase in SLS 
borrowing was attributable to proprietary school students.'" P.L. 100-369 
required students to apply for Pell grants and Stafford (regular GSL) loans 
before applying for an SLS loan, making the SLS loan aid of last resort. It 
also required the multiple disbursement of SLS loans, which had previously 
been required for Stafford (regular GSL) loans only. 

Amendments to the SLS program adopted in 1989 reconciliation 
legislation put further curbs on SLS borrowing that particularly affected 
proprietary students. The Student Loan Reconciliation Amendments of 1989, 
enacted in P.L. 101-239, prohibited undergraduate students at schools with 
"cohort" default rates of 30 percent or over from borrowing SLS loans during 
the period January 1, 1990 through September 30, 1991. A large proportion 
of such schools are proprietary. Other amendments that particularly affected 



'"See, U.S. CongreM. Conference Committee*. OmnOnu Budget Reeoneiliaiion Act of 
1981. Report to Accompany H.R. 3982, July 29, 1981. Houee Report No. 97-208, Book 2, 97th 
Cong., Ut SeM. Washington, GPO, 1981. p. 741. 

'^See, U.S. CongreM. House. Committee on Education and Labor. Prevention of Abu$e$ 
in the Supplemental Loant for Studenu Program. House Report No. 100-669, 100th Cong., 2d 
SesB. Washington, GPO, 1988. p. 2. 

'"GAO, Supplemental Student Loans: Who Borrou)$ and Who Defaulf, p. 10. 
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proprietary Bchool students limited the maximum loan availability in short 
term programs, required a 30-day delay in the disbursement of SLS loans to 
students lacking at least a year of successfully completed undergraduate study, 
and denied SLS loans to ATB students. For a fUrther discussion of the 
legislation, see p. CRS-29. 

College Work Study. The Higher Education Amendmento of 1986 first 
authorized proprietary school students to be employed in CWS program- 
assisted jobs at their institutions. The jobs must be on campus, complement 
and reinforce their educational goals, and furnish student services, but the job 
may not involve solicitation of potential students. 

Both the House and Senate bills leading to the 1986 amendments had 
provisions authorizing on-campus employment for proprietary school students, 
which had been previously barred. The intent of the change was to increase 
the "educational opportunities" available to the students. 



.8. Congreai. Senate. Committee on Labor and Human Reaouroes. Higher 
Education AmendmmU of 1986. Senate Report No. 99-296, 99th Cong., 2d Seas. Waihington, 
OPO, 1986. p. 33. 
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APPENDK B 
PROPRIETART SCHOOL EUGIBILnT FOR 

TITLE IV AID 

Title IV of the H£A authorizes loans, grants, and work study aid for 
students attending proprietary postsecondaiy schools under five m%jor 
programs. This appendix summarizes the types of assistance available to 
students, the requirements for proprietary schools to participate in these 
programs, and student eligibility requirements. 

TITLE IV AID PROGRAMS 

In FY 1990, title IV programs will provide an estimated $18 billion in aid 
to postsecondaiy students. Federally-insured loans available under the GSL 
program, financed by private capital, will comprise the bulk of this assistance 
(about $11 billion). The next largest program ($4.8 billion), although largest 
in terms of owmml Federal costs, is the Pell Grant program, under which 
ED provides Federal grants directly to eligible students. Other Federal grant 
and loan programs and the CWS program, which are administered by schools 
and referred to as "campus-based," supplement these two migor sources of 
student aid. 

Guaranteed Student Loan Program 

The GSL program provides three basic types of loans: Stafford loans, 
SLS, and PLUS loans. All of these loans, which are financed with private 
capital, are long-term (usually 10 years) and insured against borrower default, 
death, disability, or bankruptcy by the Federal Government through guaranty 
agencies at the State level. These guarantees, and interest benefits described 
below, are entitlements and, therefore, are not subject to the limitations of 
annual program appropriations. In FY 1990, the Federal appropriation 
supporting these entitlements is $3.9 billion. 

Stafford loans are available only to needy students at a lower-than- 
market interest rate."° In addition to providing the guarantee for these 
loans, the Federal Government pays the borrower's interest on the loan while 
he or she is in school and during a "grace" period thereafter, and in periods 
of deferment. The Government also pays an interest subsidy to lenders to 
make the return on the loan more equivalent to the market rate."' Students 
may borrow up to $2,625 annually in Stafford loans during their first 2 years 
of undergraduate study, depending on their need, and an:*' other assistance 



"*^« interant rate ii cumntly 6 percent, riting to 10 percent at the beginning of the 
6th year in repayment. 

'^'Thia intereat aubeidy ia called a "apedal allowance," and ii the turn of the 91>day U.S. 
Treaaury Bill average intereat rate and 3.25 percent, minua the borrower's intereat rate, and 
divided by four (for a quarterly payment). 
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available to help them meet postaecondary costs, and higher amounts for 
successive years of study. During FY 1990, about 3.3 million students will 
borrow an estimated $8.8 billion in Stafford loans. 

SLS and PLUS loans are available to students or their parento regardless 
of financial need, but at variable market interest rates and with no interest 
subsidy, under most circumstances SLS loans are generally available to 
students who arc not dependent on parental support, and who have a high 
school diploma or equivalency certificate; PLUS loans are available to parents 
of dependent undergraduate students. In other respects, SLS and PLUS loans 
have similar characteristics. Borrowers must begin interest paymants while 
in school (within 60 days after the loan is disbursed) unless, under an 
agreement with the lender, such payments arc added to the loan principal 
(i.e., capitalized). Students and parents may borrow up to $4,000 annually 
under both programs, although SLS limits are lower for short-term (less than 
a year) programs through September 1991. Also, through September 1991, as 
a result of recent reconciliation legislation (P.L. 101-239), undergraduate 
students at some schools may not be eligible for SLS loans because the school 
has a GSL program default rate of 30 percent or over. 

SLS loan volume is expected to be $1.4 billion in FY 1990, while PLUS 
volume will be about $827 million. About 545,000 students will borrow SLS 
loans and 258,000 parents will be PLUS borrowers. 

Pell Grants 

Pell grants are available to financially needy undergraduate students for 
up to 5 years. The Federal Government is the sole source of funds for these 
grants, and because they are "grants" students are not obligated to repay the 
money or perform a service. 

The amount of a Pell grant available to an individual student varies 
according to the student's need, which is established by a statutorily-based 
need test that considers the student's or his or her family's income, assets, 
and the cost of attendance at the school. The grant may not exceed 60 
percent of the cost of attendance up to a maximum amount established for the 
particular academic year (for 1990-1991 this amount is $2,300). A student 
must qualify for at least $200 to receive a Pell grant. 



'^^« iDAximum incrMM* to $4,000 per yaar for up to 3 additional yMra of 
undwgrad'jato itudy, and $7,000 per yMr for graduate and profaaaional studenta for up to 5 
yean of atudy. The aggre^te loan limit for undergraduatea ia $17,250 and for graduate and 
profaaaional studenu is $54,750. 

'^hlie rau changes annually and ia baaed on the 52-week U.S. Treaauiy BiU (T-bUl) 
averaee intereat raU plua 3.25 percent. The atudent rate ii "capped" at 12 percent. The apecial 
allowance (interact aubaidy to lendera) applies to these loana, but beeauae of the higher int«r«at 
raU paid by the borrower, is rarely payable. 
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Eligibility for a Pell grant and the amount of the grant is affected by 
available Federal appropriations. The FY 1990 appropriation for Pell grants 
of $4.8 billion is expected to provide grants to 3.2 million students in the 
1990-1991 academic year. 

Campus-Baaed Aid 

Three other title IV programs are sources of Federal aid for studsnts 
beyond the GSL and Pell Grant programs: SEOGs, Perkins Loans, and CWS 
assistance. Because these programs are administered by participating 
institutions of higher education, they are referred to as the "campus-based" 
programs. Under each of the programs. Federal funds are distributed 
annually directly to institutions on the basis of a formula, and the institutions 
must provide matching funds, which vary by program. Funds are awarded at 
the discretion of the school to eligible students, who may be attending the 
institution on a less-than-half-time basis, based on their financial need. 

SEOGs are grants (i.e., there is no repayment or service obligation) 
available to undergraduate students with "exceptional" financial need, with 
priority given to Pell grant recipients. A student may receive a maximum 
grant of $4,000 annually. In the academic year 1990-1991, 678,000 grants are 
expected to be supported with a $458.7 million appropriation for SEOGs. 

Perkins loans are available from the school*** to financially needy 
undergraduate and graduate students at a 5 percent interest rate. Like 
Stafford loans, they do not have to be repaid until the borrower leaves school 
(plus a 9-month grace period), and the repayment period is 10 years. 
Students may borrow a total of $4,500 during the first 2 years of an 
undergraduate program, up to $9,000 once a third-year status is achieved 
(including any Perkins loan amount borrowed the first 2 years), and up to 
$18,000 for graduate or professional study (including any amounts previously 
borrowed under the program). About 804,000 students will receive Perkins 
loans in the 1990-1991 academic year. The Federal appropriation for FY 1990 
for capital contributions is $135.1 million and for cancellations is $21.7 
million. 

CWS assistance enables schools to provide jobs for financially needy 
undergraduate and graduate students, the earnings from which pay 
educational expenses. Pay for CWS jobs must be at least the current 
minimum wage, and the earnings cannot exceed the CWS award, which is 
based on the student's cost of attendance and need. Proprietary school 
students who are employed by their institutions must work on campus only, 
such work must, to the maximum extent possible, relate to the educational 



'^ndcr the Perkins Loan program the achool acta aa the lender, vMog capital from a 
revolving fund developed from annual Federal capital contributions and loan repayments. 
Tbeae loans are not guaranteed apunst defkult by the Federal Government, but the 
Government pays for the cancellation of loans when the bommw is employed in certain public 
service occupations or if the borrower dies or becomes totally and piL>rmanently disabled. 
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program they are pursuing and muat furmah student services but may not 
involve recruitment. In academic year 1990-1991, about 876,000 students will 
receive CWS awards. The FY 1990 appropriation for the CWS program is 
$601.8 million. 

iNsnxunoNAL EUGmiLmr 

Title IV of the HEA includes distinct eligibility requirements for 
proprietary school participation in the GSL program, and in the remaining 
grant loan and work study student aid programs.'** The following section 
describes these standards, and briefly explains the process under which a 
school is certified as eligible for program participation. 

Eligibility Requirements 

Most of the requirements for proprietary school participation in the 
GSL and remaining title IV student aid programs are effectively the same. 
They include that the school: 

• be located in a State; 

• admits students with a high school diploma or equivalency certificate 
but may admit non-high school graduates as long as they have the 
ability to benefit from the course of study they will pursue at the 
school, as described in section 484(d) cT the HEA; 

• is legally authorized'*' to provide education or training at the 
postsecondary level in the State in which it is located; 

• is accredited by a nationally recognized accrediting agency; and 

• has been in existence for at least 2 years. 



***S«Aion 435(a) of the HEA d«crib6« "eligible inetitution" for purpose of the Part B 
StafTord Loan program, which include* a "vocational achool.' The definition of "vocational 
achool" in aeetion 435(c) includes the etandards for proprietary aefaool participation in the Part 
B loan programs. Section 4ai(a) of the Act daocnbea "institution of higher education" as used 
for the non-Part B title IV programs (Pell granU, SEOGs, the rWS program, Perkins loans), 
and includes a "proprietary institution of hi^ier education.* As defined in section 481fb), 
"proprietazy institution of hig^ education* includes standards for proprietaiy school participation 
in tlM non-Part B programs. 

'**One of the 50 States, American Samoa, the Commonwealth of P\ierto Rico, the District 
of Columbia, Guam, the Trust Territory of the Pacific Islanda, the Virgin lalanda, and the 
Commonwealth of the Northern Mariana Islands. See 34 CFR 6(X>.2. 

'"As defined b>' regulation, a charter, license, or other written document issued by the 
appropriate agency or official of the Sute in which the institution is phyncally located. See 
34 CFR 600.2. 
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The most significant difference between the eligibility requirements for 
proprietary schools under the GSL program and other title IV student aid 
programs is in the standard for the length of courses. In statute, there is no 
minimum course length prescribed for a vocational school under the GSL 
program, but it has been interpreted in regulations as being 300 clock hours 
at schools using that method of measuring progress; eight semester or 
trimester hours or 12 quarter hours for schools using a credit hour system; 
or 12 hours of preparation per week over a 12-week period and completion of 
a minimum of 300 clock hours in no less than 6 months for a correspondence 
program. 

For a proprietary school to participate in the Pell Grant, SEOG, Perkins 
Loan, and CWS programs, by statute its course of training must be at least 
6 months long. This in interpreted in regulations as the equivalent of 600 
clock hours, 16 semester or trimester hours or 24 quarter hours using the 
credit hour measure, or 600 hours if it is a correspondence course. 

Another difference between the GSL program and other student aid 
program institutional eligibility requirements is that ATB students must be 
beyond the age of compulsory school attendance in the State for the non- 
Staflbrd Loan programs, but may be any age for the GSL program. P.L. 101- 
239 denied SLS loan eligibility to ATB students. 

Accreditation and Licenaure*** 

As mentioned above, a prerequisite for an institution's eligibility for title 
IV programs is accreditation by a "nationally recognized" accrediting agency or 
association and licensure by the State in which the institution is located. 
Both of these requirements are expected to indicate that the institution's 
educational program has met some minimum standard of quality. 

Traditionally, any direct Federal role in judging educational quality has 
been considered inappropriate, so the role that has been established for ED 
in this area is indirect~to approve the approvers. Accrediting agencies are 
industry-operated entities, which establish standards of educational quality for 
education and training programs in particular fields, and are responsible for 
assuring that the institutions they approve, or "accredit," meet those 
standards. 

Under the HEA and, indeed, other laws providing education assistance 
such as the Veterans' Rea(iljustment Assistance Act and the Public Health 
Service Act, the Secretary of Education is responsible for recognizing- 
effectively approving-accrediting agencies and associations as reliable 
authorities concerning educational quality. The Secretary's decision in this 
regard is based on the recommendation of the National Advisory Committee 



•"For tnort d#UilMl information on aocndiution, liotnmira and otrtification anothor 
paper in this atritt, Proprietary SchooU: The RegukUory Structure, 
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on AccrediUtion and Institutional Eligibility (NAC). The Secretary 
periodically publiihet a list of approved accrediting bodies in the Federal 
Register. The most recent complete list was published on October 2, 1985,"' 
but has since been amended periodically. 

The other indicator used under title IV to establish an educational 
program's legitimacy is State licensure. State agencies or boards establish 
minimum standards for institutions to operate as businesses within a State, 
largely for the sake of consumer protection, and grant licenses, charters or 
some other documentation indicating that the institution has met such 
standards and is authorized to conduct its business. Understandably, the 
standards for licensure and their enforcement vary widely among States. 

Certification for Program Participation 

An institution must apply to ED to establish its eligibility for any or all 
of the title IV programs. Once it establishes that the institution meets the 
eligibility requirements, ED undertakes a process to certify the institution for 
program participation. Under this process, the Department reviews the school 
for any financial or administrative problems that might affect its capability to 
effectively participate in the student aid programs. Once so certified, schools 
may participate in the relevant title IV program. 

STUDENT EUGIBIUTY REQUIREMENTS 

Title IV programs have certain common student eligibility requirements. 
A student must be enrolled or accepted for enrollment on at least a part-time 
basis"" in an eligible program at an accredited institution and be making 
satisfactory academic progress."' The student must be a U.S. citizen or 
national, a permanent resident alien, or a foreigner in the U.S. for other than 
a temporary purpose with intent to become a permanent resident, such as a 
refugee. The student may not owe a refund on a title IV grant, be in default 
on a title IV loan or have borrowed in excess of loan limits. In addition, the 
student applying for title IV aid must be willing to sign a statement of 
educational purpose stating that aid funds will be used only for expenses 



**V«dfnM Register, v. 60, Oct. 2. 1986. p. 4021^-40217. 

"''For th« GSL program, th« itudcnt muat b« •nrolled on at leaat a half-time bana; 
cuiTtntly, for th« Pall Grant program, a atudant may be enrolled on a leae-than-half-time baais 
but thia will revert to a minimum af half time for the 1990-1991 award year under FY 1990 
appropriationa legialation. 

"'The "aatiafactoiy progreaa" requirement ia uaed to determine the at\ident'a continiiing 
eligibility for aMistanoe after one academic year, and ia not a oonaideration for studenta in 
ahcMt'tenn couraaa such as thoae offered by many proprietary achoola since acade mi c year ia 
defined aa at least 900 dock hour*, 24 semeater houre or 36 quarter bouia. The institution 
determines "academic progrew,* but by aUtute and regulation, the student ^Bnerally must have 
a C grade point average in order to continue to be eligible for assistanoe afUr the second 
academic year. 
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related to attending school, and a atatement indi"ating regiatration with 
Selective Service. To receive a Pell grant, the student must certify that he or 
she will not use or sell illegal drugs during the period covered by the grant. 

As previously mentioned, aid recipients for all but the SLS program may 
be non-high school graduates but must have the ability to benefit from the 
educational program provided by the institution, as indicated 1^ passing an 
industry-approved test or by other means as set forth in section 484(d) of the 
law. 

Most of the title IV aid programs require students to be financially needy 
as determined by one of two statutorily established systems of need analysis, 
one for the Pell Grant program and the other for the GSL and campus-based 
programs. Under these systems, the income and assets of the applicant (or 
in the case of a dependent student, the student's family and the student) are 
reviewed and an "expected family contribution" towards educational expenses 
is determined. This amount is subtracted from the student's total cost of 
education, using specific standards set forth in the law, to determine the 
"need" for aid. Thereafter, the aid award or combination of awards may not 
exceed the amount of "need" so determined. 
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